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ABSTRACT 


CANADIAN LABOUR MARKETS IN THE 1980s 
A MACROECONOMIC OVERVIEW 


Informetrica 


The purpose of this study is to provide an overview of 
labour force demand and supply conditions as they are likely 
to emerge over the next decade. The outlook for labour 
market conditions is not independent of the broad 
macroeconomic developments facing the Canadian economy. 

Thus the report begins by projecting economic performance in 
Canada over the coming decade. The projection must focus not 
only on the overall size and growth rate of the economy, but 
also on changes in its structural composition. To this end 
the Informetrica Model, a large simultaneous macroeconomic 
model similar in structure to the CANDIDE family of models, 
has been used to produce a detailed projection for the 


Canadian economy to 1990. 


The use of a large simultaneous model has certain strong 
advantages. It makes it possible to incorporate a large 
amount of information which includes not only measurements of 
past economic activities, but also estimations of the 
relationships between various economic activities, based 


largely upon well-established economic theory. 


The model also ensures internal consistency across all 
information through an embedded accounting framework. It 
also provides a formal framework, so that the results 
obtained can be reproduced, the way they were produced can be 
examined and interpreted and the impact of new or different 


information on the projection can be tested. 


The purpose of this study is not an attempt to forecast 


the future, but rather to develop a systematic planning 


framework which reflects the interdependencies of different 


sectors of the economy. This requires many assumptions, 


which reflect best guesses based on currently available 


information concerning future economic developments. If the 


uncertainty inherent in these assumptions is accepted, then 


it is desirable not only to have a planning framework, but 


also to understand the sensitivity of this framework to 


changes in assumptions. 


Two reference cases were therefore produced. 
represent a range of possible futures within which 
aggregate performance of the Canadian economy will 
likely lie during the 1980s. The slow-growth case 


a view of relatively modest economic expansion and 


These 

the 

most 
represents 


relatively 


strong inflation, while the fast-growth case describes a path 


of rapid economic expansion with correspondingly greater 


strains on labour markets. Because of its characteristic of 


tighter labour markets, this second reference case was used 


as a base from which to examine the implications for Canadian 


labour markets of potential economic shocks. 


Four alternative scenarios were also produced, 


inawhich 


key assumptions have been changed from the base case. By 


comparing these scenarios to the base the sensitivity of the 


Canadian economy, and labour markets, to particular 


uncertaintieS was examined. 


The report provides a brief overview of the 


Macroeconomic environment of the reference planning 


frameworks and a detailed analysis of their labour market 


implications. It briefly outlines each of the scenarios and 


compares the differences of each scenario from the 


base case. 


It concludes with a review of some of the major areas of 


uncertainty in the economic planning framework and 


labour 


market outlook and a sumnary of potential problem areas. 


Major economic indicators of the reference planning 


frameworks are summarized in the following table. 


Macroeconomic Framework 


(average annual per cent rate of growth) 


Fast-Growth Case Slow-Growth Case 

1980-85 1986-90 1980-85 1986-1990 
Real GNP 352 3% 0 PAST 3'. 6 
CPI 7.4 Sie o 8.4 6.1 
Proauctivity LO iA o, 0.8 1336 
Labour Force 20 LG Zoe 1.8 
Employment 2.2 2nd te9 Res 
Unemployment Rate 6.6 4.9 Ths, Ved 


(end of period) 


The fast-growth reference view is characterized by a 
strong recovery from the weak growth in 1980 and 1981. The 
recovery is based upon an expansion of trade resulting from a 
U.S. economic recovery and the start of a relatively strong 
investment cycle. Inflation, after running at roughly 10 
per cent in 1980 and 1981, is expected to moderate through 
the first half of the 1980s to an average rate of around 6 
per cent per year for the second half of the decade. That 
framework for real growth generates employment growth 
averaging 2.2 per cent over the 1980-85 period and over 2.0 
per cent per year through 1990. Combined with labour force 
growth averaging 2.0 per cent and 1.8 per cent respectively, 
this leads to a gradual decline in unemployment rate to just 


under 5 per cent in 1990. 


ee 


For the slow-growth case the principal difference in the 
economic environment for the 1980s is that the recovery 
period in the first half of the decade exhibits considerably 
less robust overall growth, combined with higher inflation. 
This results in weaker employment growth and in only a small 


decline in the unemployment rate. 


SOMMATRE 


LES MARCHES DU TRAVAIL CANADIENS DANS LES ANNEES 1980 
APERCU MACRO-ECONOMIQUE 
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L'étude vise a donner un apergu de la courbe de la demande > 
et de l'offre de main-d'oeuvre qui se dessinera probablement au 
cours de la prochaine d@écennie. Les perspectives du marché du 
travail ne sont pas indépendantes de l'évolution de la situation 
macro-€&conomique que connaitra l'économie canadienne. Par 
conséquent, nous commengons par des projections sur le rendement 
de l'économie canadienne au cours de la prochaine décennie. Nos 
projections doivent porter non seulement sur la taille globale 
et le taux de croissance de l'économie, mais aussi sur les 
transformations de sa composition structurelle. A cette fin, 
nous avons utilisé le mod@le Informetrica, grand mod@le 
macro-&conomique simultané semblable, de par sa structure, a la 
famille de mod@les CANDIDE, pour produire des projections 


détaillées sur l'@économie canadienne jusqu'en 1990. 


L'utilisation d'un grand modéle simultané présente des 
avantages certains. Il nous permet entre autres d'incorporer 
toute une masse d'informations qui comprennent non seulement des 
mesures de l'activité @conomique pass@e, mais aussi des 
estimations concernant les liens entre les diverses composantes 
de l'activité @&économique, fondées en grande partie sur une 


théorie @économique bien établie. 


Le modéle garantit également l'uniformité de toutes les 
données utilisées grace aux cadres comptables qui y sont 
intégrés. De plus, le mod@le fournit un cadre officiel 
permettant de reproduire nos résultats, d'examiner et 
d*interpréter les facons dont ils ont @té produits et de tester 


les effets de données nouvelles ou différentes sur nos 


projections. 


En 6tablissant nos projections, nous n'avons pas essayé de 
prédire l'avenir, mais bien de mettre au point un cadre 
systématique de planification qui traduit l'interd@épendance de 
différents secteurs de l'économie. Nous devons a cette fin nous 
appuyer sur un grand nombre d'hypothéses qui traduisent les 
meilleures estimations possible @tablies a partir des rensei- 
gnements actuellement disponibles concernant l'évolution future 
de l'économie. Si nous acceptons l'incertitude inhérente a ces 
hypothéses, il est alors souhaitable non seulement de disposer 
d'un cadre de planification, mais aussi de comprendre que ce 


cadre est sensible aux variations de ces hypothéses. 


Nous avons donc @élaboré deux cas types. Ils représentent 
une gamme de situations possibles dans lesquelles, selon nous, 
évoluera fort probablement le rendement global de 1' économie 
canadienne au cours des années 1980. Le sc@énario de croissance 
lente suppose une expansion économique modeste et une inflation 
relativement forte, tandis que le sc@énario de croissance rapide 
fait @tat d'une expansion rapide de l'@économie canadienne 
accompagnée de pressions plus grandes sur les marchés du 
travail. Fn raison des marchés du travail plus restreints que 
ce sc@énario suppose, nous l'avons utilisé pour examiner les 
répercussions sur les marchés du travail du Canada qui 
pourraient 6tre marqués par des transformations @conomiques 


soudaines. 


Nous avons @tabli quatre scénarios ov les hypothéses 
principales diff@rent du cas type. En comparant ces scé@énarios &a 
notre cas type il nous a @t@ possible d'examiner la sensibilité 
de l'économie canadienne et des marchés du travail &a certaines 


incertitudes. 


Notre étude donne un bref apergu du milieu macro- 
économique des cadres de planification de base et comprend une 
analyse détaillée de leurs répercussions sur le marché du 
travail. I1 deécrit briévement chacun des guatre scénarios et 
compare les différences de chacun par rapport au cas type. 
L'étude se ternine par un examen de certains des grands domaines 
d'incertitude 1iés au cadre de planification économique et aux 
perspectives du marché du travail et par un sommaire des 
problémes éventuels qui pourraient surgir dans certains 
domaines. Des tableaux récapitulatifs pour chaque scénario 


figurent en appendice. 


Le tableau qui suit rassemble les principaux indicateurs 


@conomiques des cadres de planification. 


Cadre macro-e€conomique 


(taux de croissance annuel noyen, en pourcentage) 


Croissance rapide Croissance lente 


PoC eo Oo  LIoO=19 20 L980=1 985 ~. Tysorresy 


PNB réel Shee Belt! reat 

Le 7.4 oe 

Productivité J 

Population active 270 lie 

Erploi 

Taux de chdmage 6.6 4.9 tha) rhe 


(fin de la période) 


i 


Le scénario de croissance rapide se caractérise par une 
reprise ferme par rapport a la faible croissance de 1980 et 
1981. Cette hypothése se fonde sur 1l'éventualité d'une 
expansion du commerce suscitée par le rétablissement économique 
des Etats-Unis et l'amorce d'un cycle relativement vigoureux 
d'investissement. L'inflation, d'environ 10 % en 1980 et 1981 
devrait diminuer pendant la premi@re moitié de la décennie pour 
s'établir a un taux moyen de 6 % par année pour la seconde 
moitié. Cette croissance réelle suscite une croissance de 
l'emploi de 2,2 % en moyenne pour la période 1980-1985 et de 
plus de 2 % par année ensuite, jusqu'en 1990. A cela s'ajoute 
une croissance de la population active de 2 % en moyenne pour la 
premi@re moitié et de 1,8 % pour la seconde, de sorte que le 
taux de chdmage fléchira progressivement a tout juste un peu 
moins de 5 % en 1990. 


Pour ce qui est du sc@énario de croissance lente, la 
principale diff@érence réside dans le fait que la reprise 
envisag@e pour la premi@re moiti@é de la d@écennie sera 
caract@éris@ée par une croissance globale beaucoup moins 
vigoureuse, combin@ée a un taux d'inflation plus @élevé. La 
croissance de l'emploi est donc plus faible et le taux de 


choOmage fléchit Aa peine. 
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Aat Gintroductien 

Thee purpesenof  thisistudy is to»provide an overview 
Or eos force demand and supply conditions as they are likely 
to emerge over the next decade. The outlook for labour market 
conditions is by no means independent of the broad macroeconomic 
environment facing the Canadian economy. Thus, in order to 
achieve our primary objective, we must begin by forecasting 
economic performance in the Canadian economy over the coming 
decade. Our forecast must focus not only on the overall size 
and rate of growth for the economy, but also on changes in the 
structural composition of the economy. To this end we have 
used) The Informetricas Model. (T.-1.M.), a large: simultaneous 
macroeconomic model similar in structure to the CANDIDE family 
of models, to produce a detailed forecast for the Canadian 
economy to the year 1990. 

Do we need an elaborate model to produce a forecast? 
In fact, we do not need such a model, but the use of a large 
simnltaneoustmodel doesmhave,certain. very strong advantages: 
Our forecasts of the future are based on information which we 
have today. The more information we have, the better the 
quality of-our. forecast is likely to be. One key advantage of 
a large simultaneous model is that it enables us to incorporate 
a very large amount of information in the process of developing 
ours forecasten Thissinformation ancludes. not: onlyrfmeasurements 


of economic activity in the past, but also estimations of: the 
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relationships and interrelationships between various economic 
activities based upon (for the most part) well-established 
economic theory. 

A second attribute of models is that they ensure, 
through embedded accounting frameworks, internal consistency 
across all the information within the model. Thus, we can 
have confidence that our outlook for employment in the trade 
sector is consistent with our outlook for consumer expenditure 
which, in turn, is consistent with an estimate of income based 
on our outlook for total-employment and” labour=terce. ~Awehird 
advantage is that, because it provides a formal framework, we 
can reproduce our results, examine and interpret how these 
results were voroduced, and test the impacts of new or different 
INntTOrMactOn of Our 1 OLrecas cr. 

But can we,*in> fact,” prediet the-futuzers. Untortunately;, 
with all its advantages, there is still no magic in our model. 
If we could make "true" predictions, this would imply that there 
is only one possible (and predetermined) future. Decisions 
made over oe ooete of the future would be sterile in that 
they could not alter the predetermined course of events, and 
planning and public policy action would berredundant.eewe 
strongly bélieve that decisions Implementedssecay canal er 
the future behavior of the economy, and that decision-makers 
in all sectors of the economy, and outside the Canadian 
economic milieu, are not bound to predetermined actions. Thus, 


we must believe, Chat the "future as mnpredmeavamec. 
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Why then do we produce a forecast? The process (and 

rationale) may be clarified if we change our terminology. 

Rather than forecasting the future, we are, in fact, developing 
a systematic planning framework, which reflects the interdependen- 
Bice between different sectors of the economy. To do this we 
must make a large number of assumptions concerning a wide range 
of future decisions. Our forecast; or planning framework, is 
thus Jeondztronal oni oursinztialosetvot,assumptions+s These 
assumptions reflect our best guesses (based on currently 
available information) concerning uncertainties about the 

future development of the economy. If we accept the uncertainty 
inherent in these assumptions, then it is desirable not only 
: have a planning framework, but also to understand the 
sensitivity of this framework to changes in our assumptions. 

To this end we have produced two Reference Cases. 

These represent a range of possible futures within which we 
believe the aggregate performance of the Canadian economy is 
most likely to bevduring the 1980s. One :(The Slow Growth 
Reference Case) represents a view of relatively modest economic 
expansion and relatively strong inflation, while the other 

(The Fast Growth Reference Case) describes a path of rapid 
expansion of the Canadian economy with correspondingly greater 
strains on labour markets. Because of its characteristic of tighter 
labour markets, we have used this second Reference Case as a 
Base Case from which to examine the implications for Canadian 


labour markets of potential shocks to the economy. 
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We have produced four Alternative Scenarios in which key 
assumptions have been changed from the Base Case. By comparing 
these .scenarios to our Base Case, we can examine the 
sensitivity of the Canadian economy, and of Canadian labour 
markets, to particular uncertainties. 

Just as neither of our Reference Cases represent a 
fixed “truth *aboutsithesiuturetotegthe: Canadianvecouomy»; ion 
four Alternative Scenarios by no means exhaust the range of 
possible divergences from our Base Case. We have attempted 
to choose a set of Alternatives which would provide a "reasonable" 
range of economic conditions and changes. 

The remainder of this report hones a brief overview 
of the macroeconomic environment of our Reference planning 
frameworks, and a detailed analysis of their labour market 
impliGations-weltaprovidessaubrief sontlanebor peach otour 
Alternative Scenarios, and a comparison of the differences of 
each scenario from the Base Case. It concludes with a review 
of some of the major areas of uncertainty in the economic 
planning framework and labour market outlook and a summary of 
some potential problem areas. The Appendixes contain summary 


tables) for ieachtom themseenario ss 
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SECTION B 


B. Macroeconomic Planning Framework - Reference Cases 
SN 


We have chosen two scenarios of the economic environ- 
ment of the 1980s to use as Reference views for our examination 
of labour force prospects. The first one (Slow Growth Reference) 
represents a view of a relatively weak recovery from the current 
recession and moderate growth over the remainder of the decade. 
Governments move to improve their fiscal positions, weakening 
real incomes, and labour markets remain relatively slack through- 
Out the decade. The principal vehicle used to improve government 
balances is a rapidly increasing oil price (to world price 
equivalency by 1985) which leads to a continuation of inflation 
in the 7%-7.5% range through the mid-1980s. The revenues 
generated from the rapid increase in oil prices, both to corpora- 
tions and governments, are not, for the most part, recycled into 
the economy, but are used to improve balance sheets (budgetary 
positions) <:" That “1s; relative °tomougrtsecond Reference viewwhseec 
below) a large amount of additional revenue is generated for 
governments and corporations from higher oil and gas prices. It 
is assumed that this additional revenue is not used to cut taxes, 
increase transfer payments or increase other expenditures of 
governments. Nor does it result in higher levels of investment by 
COrporacions. This; Of= course, *represents-Oondyoonerot asvaniery 
of ways in which governments could move to improve their budgetary 
positions, but, on the whole, can be viewed as representative 
of a likely outlook for the Canadian economy in the 1980s under 
a regime of government restraint. 

The second Reference view (Fast Growth Reference) repre- 
sents a view in which the recovery period:-in 1982-85 as consider- 


ably more robust, and the Canadian economy moves more ranraly 
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towards its potential growth path. Employment growth is stronger 
(as iS productivity crowch) so, tide steno. markets become reason- 
ably tight by the end of the decade (the unemployment rate drops 
£066.23. by SI O85. andl Lonunder 15% by 1990). The key difference 
from the Slow Growth Reference is that governments do not move 

as aggressively through energy price increases to improve their 
budgetary positions. Hence real incomes are higher and the 


recovery period stronger. 


Wellhead Price for Oil (S$ per barrel) 


eee ae ll 


Fast GrowthigRefemence: tis, 21 <25 <29. 23:3 S741 sae 5S OS 7 
Slow Growth Reference 17 22 29 36 4555560 96672 76 32 

Other than this difference, both Reference Cases start 
from a set of assumptions which either reflects existing policies 
and institutional frameworks, or represents close to a consensus 
view. A brief review of the major assumptions are presented 
below. 


1. U.S. economic growth weak in 1980-81, averages 33% 
per yearstirom 1982-90. 


2. U.S. inflation moderating from 9.32 range in 19s0—-c1 
to 6.8% in late 1980s. 


3. Rest-of-World growth averages 4%-5% per year to 1990. 


4.5 World. o1lspricesrises,by.2%,,more. than wincresses in U.cs 
price deflator. 


5. The Federal Government 1S assumed, through whatever 
mechanism, to realize 40% of any increased royalty 
revenue from oil and gas production. 


6. Net immigration constant at 50,000 per year? 


7. Exchange rate appreciates to 90¢ U.S. by 1984, remains 
at that level until 1989 when improved energy trade 
balance leads to further appreciation (to 94¢ U.S. by 
199'0)%. 
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Fast Growth Reference Overview 

The Fast Growth Reference view is characterized by 
very weak real growth in 1980 and 1981, followed by a moderately 
strong recovery in 1982 and 1983. The recovery is based upon 
an expansion of trade resulting from a U.S. economic recovery 
and the start of a relatively strong investment cycle. The 
investment growth is led by (but not confined to) developments 
in the energy sector, and is moderated by continued weakness in 
residential construction. In the second half of the 1980s, the 
export sector shows the strongest growth with continuing strength 
in nonresidential business investment. Growth in consumer 
expenditure (about 3% per year) lags behind overall economic 
growth as higher energy vrices and government restraint mute the 
growth in real disposable income. Government expenditure is 
expected to grow quite slowly, declining as a share of total 
Seonomic eaccivity, trom about 24% in 19738 to about 22%° in 19907 
Pegrectini a CONntLInuatlOn Of Current restraint policies. 

Int lation, after running at, roughly 10% in, 29380 7and 
1981, is expected to moderate through the first half of the 1980s 
to an average rate of around 6% per year for the second half of 
the decade. Slower percentage increases in energy prices, lower 
Pereesotechance for import prices,. a pick-up in productivity, sand 
continuing moderation in wage settlements are the key factors in 


tempering inflation. 


Our framework for real growth generates employment 


growth averaging 2.5% per year from 1982 through 1985, and 
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over 2.0% per year through 1990. Combined with labour force 
growth averaging 2.0% and 1.8% respectively, this leads to a 
gradual decline in the unemployment rate from a peak of 8.3% in 
1981 to gust “under. 5.0320 sao . 

In all, it is a scenario in which the Canadian economy 
recovers from most of the problems with which we are faced in 
1980 by the end of the decade, but the recovery is quite gradual 
and the economy operates well below its potential for most of the 
decade. No severe shocks (either positive or negative) are imposed 


on the economy which might slow down or speed up the process of 


gradual improvement. 


Slow Growth Reference Case 
For the Slow Growth Case the princinal difference win 
the economic environment for the 1980s is that the recovery 
period 1982-85 exhibits considerably less robust overall growth 
(averaging 3.6% per annum vs 4.3%), combined with higher inflation 
rates as the oil price increases reduce real incomes and boost 
prices. The CPI increases at an average rate of 7.6% in the 
1982-85 period compared to 6.3% in the Fast Growtn sccenaric. 
Employment growth averages 2.0% in the recovery period 
(1982-85) and, Slows 4 bit (to, 1..9% perm vearer or sine eee eae 
the decade, while productivity growth averages about 1.8% over 
the decade. This results in only a smali decline in the unenore,— 
ment rate from the 1981 peak so that labour markets remain slack 


CNrOUuUgn econo, 
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All elements of final demand are lower in the Slow 
Growth Reference Case. Consumer expenditure (reflecting weaker 
real income growth) and government expenditures (reflecting 
the restrictive budgetary focus) are the most severely impacted. 
Investment remains as the strongest element of final demand and 
exports, although somewhat lower than in the Fast Growth Reference 
Case (because of higher domestic costs) is still a source of 
growth. Imports are also lower in real terms, reflecting slack 
domestic demand, but the effects of the higher domestic prices 
mutes the fall in imports. 

The overall government balance turns positive in 1985 
(compared ZO a Ceticit Of almost S10 eigen in the Fast Growth 
Reference Case) and by 1990, the government surplus is about 
weOe.Dillion, most.of which is accounted for by Canada/Quebec pension 
plan surpluses and surpluses of oil and gas producing provinces. 
The Federal Government budget remains in deficit throughout the 
iMe0s ine both’ Cases, but is improved by about $7 bilidaon (to 
S4 billion) in 1990 in the Slow Growth Reference Case relative 
to the Fast Growth Reference Case. 

The two Reference Cases do not exhaust the potential 
for either strength or weakness in the Canadian economy in the 
1980s. They do, however, represent a "reasonable" set of bounds 
of economic performance within which we feel the most likely 
performance of the Canadian economy, at least in terms of overall 
eoowea es elikely to be. In: particular, low domestic eneray 


prices are not necessarily the only way in which a "High Growth" 
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Case can be generated. Increased rents from higher oil prices 
received by governments and producers can be recycled through 
increased investment, tax reductions, and other stimulative 
policies to achieve a “high growth” scenario as well. 

The potential for other factors to influence Canadian 
economic performance is examined in the Impact Cases in 
sections Frand G ofthis "ext = 4A tabular eresentation OF 
some major economic indicators for both of the Reference 
Cases is shown on the following pages. Appendix A contains 


extensive detatimon Doth cases: 
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SLOW GROWTH REFERENCE CASE 


MACROECONOMIC FRAMEWORK 


Percencage Growth in: 


GNP Deflator 
GNP (SC) 


Debpour Force 


RDP/Emploved Person 


Average Wage Rate 


Beverage annual wate of growth 


Levels: 


Unemployment Rate (%) 


Current Account Balance 
(Basis 10Ons of SC) 


Government Balance 
(Bese aons Or §SC) 


Wages and Salaries as a 
Percentage of National Income 


Corecrere Profits as a 
Percentage of National Income 


1980 1981 
Oe heey 
Roe) 9.4 
O20. oo ge Ree 
te ASS 
2.0 ene 
-2.3 0.8 
9.6 1 OS 
8.6 Owe 
TAR 8.4 
-4.2 -4.8 
oe ecules: -2.9 
TE Usa, Pi 8 ats 
16.5 ‘Tedates 


LOS2=- 6S" 


Ge: 


aoe 


* Average levels over the veriod 
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FAST GROWTH REFERENCE CASE 
MACROECONOMIC FRAMEWORK 


Percentage Growth in: 
Real GNP 
GNP Deflator 


GNP ($C) 


Labour Force 
Employment 


RDP/Employed Person 


GED 


Average Wage Rate 


Hoh 


HO 
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x Average annual rate Of growth 


LEVELS: 
Unemployment Rate (3%) 


Current Account Balance 
(Bile rvonseoriese) 


Government Balance 
CBA ET Ons Oreo) 


Wages and Salaries as a 
Percentage of National 
Income 


Corporate Propits eased 
Percentage of National 
Income 


*Average levels over the period 
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Ce. Labour Supply *Cond@tions inthe ‘Reference Cases 


Before we analyse labour supply conditions it 


is important to understand exactly what we mean by labour 


Supply. Two different concepts of labour supply are measured 
in our economic accounting systems. The first, and broadest 
measure 1s the source population. This includes, with a 

Lif 


feweexce>tions— , all persons in Canada of 15 yeans.of age 
ana older. This broad--concepteof-labour—supply is*determined 
solely by demographic factors. 

The second, and narrower measure of labour supply 
Me tne labour Torce. JThnis. includes only those people in 
the sOurce, population\who are either employed in the measured 
economy (essentiaily legal occupations associated with money 
incomes) or who are actively seeking such employment. This 
is dependent not only upon the demographic factors delineating 
the source population, but also upon behavioural patterns of 
people in the source population and definitional criteria in 
Our meaSurement systems. The benavioural determinants of the 
labour force are reflected in participation rates, and as these 
Patterns shift for both economic and social reasons, the size of 
the labour force shifts. The definitions upon which we base 
Purvemeasurements are critical to our perception of ‘both the 


Sizerana the composition of the labour force. 


1/mxceptions are persons living on Indian reserves, inmates of 
institutions, full-time members of the armed forces and residents 
ef che Yukon and Northwest Territories. This last exclusion, 
although small in number, may have important implications over 
the next two decades if major investment projects are undertaken 


in these areas. 
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Demography 
Population growth is generated through natural increases 
in the indigenous source population by way of births and deaths, 
and from external factors, immigration and emigration. None of 
these factors are altered between our two Reference Cases, so 


the basic demographic setting is the same for both scenarios. 


The recent trend towards marriages later in life, coupled 
with the increased participation of females in the labour force, 
has led to a sharp decline in both the number of births and the 
birth rate during the past two decades. The current general 
fertility rate (the birth rate per 1,000 women aged 15-49), 
which is below "replacement" birth rates, is approximately half 
that realized during the baby boom of the 1950s. 

The factors which led to this decline will likely continue 
to play a orominene role curing the 1930s). tneretore we have 
assumed that age specific fertility rates will remain vac theic 
1979 levels throughout the forecast period. 

Through, the 1970s, a relatively, hign  propeortlon sor wae 
female population was moving into prime child-bearing age grouos, 
mitigating, to some extent the decline in the number of births 
per female in these age groups (20 yrs-34 yrs). However, as we 
enter the 1980s, ‘the increases in this population aroup lace 
expected to moderate, reflecting thevend of thes Post—War baby 
boom cohort's entrance into the prime child-bearing age. Thus we 
should expect to see a decline-in the total number of births, jeven 


if the age-specific fertility rates remain unchanged. 
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Although age-specific death rates are also assumed to remain 
constant during the 1980s, as was the case during the last 


decade, the changing age composition of the population will lead 


to an increase in the overall death rate by 1990. 


BIRTHS AND DEATHS 


2 
General 


3 

:  Pererility 1 Death 

Births Rate Deaths Rate 
1950 Be 2 OW 124 Sean 
L955 443 G25 129 CW 
1960 479 q eae 140 Vee 
1965 419 90S 149 a6 
L970 S72 Ne “ igsie Pees 
LOTS S59 6152 de S67 ray 
1976 360 GOs 167 Ties 
Lod7 361 59.4 L677 Tooke 
1978 eS sion 0 168 7 #2 
L979 350 Si7.14 ray. Ve2 


* Thousands 
“ Birth rate per thousand women aged 15-49 
“webeatice per’ thousand. popudat ion 


Immigrants currently comprise approximately 18% of Canada's 
total population. However, what distinguishes population growth 
Seperiesurte Of inmignation from that) attributablepro natural 
increases in the source population, is that the former can be 
affected by government policy. As past experience indicates, in 
times of high unemployment, immigration is relatively low while 
the converse is true when domestic labour markets are tight. 

Given the relatively high unemployment rates expected during most 
of the 1980s, we have assumed a level of net immigration 
(immigration less emigration) of 50,000 per annum during the. 


decade. 
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One of the most significant developments with respect to 
immigration during the past two decades has been the changing 
origins .and labour force characteristics of the immigrants. 

As a result of improved employment and income opportunities 
in Western Europe, the proportion of immigrants entering Canada 
from this region has declined from 89% during the 1950s to 35% 
in 1978. Also, the percentage of immigrants entering the labour 
force has dropped from over 50% during the fifties and sixties 
to 40% in’ 1978, reflecting minmpart | boun nemcu lt macm coins 
of the immigrants and the proportion entering as dependents of 


relatives already here. 


IMMIGRATION 


(THOUSANDS /CALENDAR YEAR BASIS) 


ho50 74 Loy S 188 

i) 110 76 149 

1960 104 OF] Lehk5 

IGS 147 LOTS 86 

Loc 0 148 OF Ja Z 
Ls, 


1980-90 (est.)— 125 


l/ Mid-year-to mid-year-+basis, -annual.<flow. 
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1960 


L305 


70 


1950 


E95 S 


1960 


£96 5 


9:70 


59 LoS 
41 1976 
Gt 197 
60 Toes 
81 1979 
TSO 90 (ese 
Eyeeta-Year to mid-year basis, annual flow. 
NET IMMIGRATION (IMMIGRATION - EMIGRATION) 
(THOUSANDS /CALENDAR YEAR BASIS) 
HES L975 
69 S65 
43 1, Oehg7 
BA Lois 
67 tie IVA) 
Ly 


Te 


IMPUTED EMIGRATION 


(THOUSANDS /CALENDAR YEAR BASIS) 


TO S030 Mest) 


l1/ Mid-year to mid-year basis, annual flow. 
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Other North and 
Central America 


South America 
Asla 

Africa 
Australia 


Oceania 
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Immigration by Country of Origin 
(aqmotmrotal) 


LI68=73 Lites 


ESE Ys 4 1963-57 


Yikes, 73.8 
Ob Sy 99 
E6 Zao 
Mis Wale, 
Big S; tf ae 
3 58 
oF 74s 74 
Oe Dias 


“By country or last permanent residence. 


Source: Emoloyment and 
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Immigration Canada, 


mately gis. dur ndeehes. oss. 


1980 


O81 


E82 


£98 3 


1984 


1935 


informetrica e Ottawa, Canada e Effective Economic Research 


LIMITEO 


ING Be) 


PAE Ps 


24.4 


24.6 


24.9 


2 Daa. 


POPULATION IN CANADA 


(MIGL TONS: 


-18- 


49.9 ai) 
See 183) 
8.4 ll 
3.6 6 
16.8 748 
Shoe 4 
Pie 3) L 
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MID-YEAR) 
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Immigration Statistics. 


1986 
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1339. 


£920 
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The implication of these assumptions is that the popu- 
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For labour market analysis, the relevant population 
to examine is not the total population, but rather the clviiian 
source population as described at the beginning of this Section. 
Except for possible variations in international migration, 
both the size and age/sex structure of the source population 
is known with virtual certainty for the next 15 years. Although 
the sex structure of source population does not vary significantly, 
the age structure, reflecting the movement through age categories 
of the baby-boom cohorts, shows considerable variation over time. 
Through? the;) perrod ,of che..1980s, this group will pass into the 
prime labour force age category (25-54 yrs.) from the younger 
category. Thus the prime age group will increase its share from 
Se 6 bans. 96 Gatonoo 292. by 1990, while.the younger (15-2 4yre .) 
Grotpis Ysharegwet tecdecline.from.24.9% to 1937322" Detaits of source 


population /projyections.can-be. found in Appendix B. 
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Participation kates 

Once the size and the age/sex structure of the popu- 
lation has been determined, the supply of labour that will be 
Been dw-v spy depends on the desires of that part of the population 
able to work (the source ponvulation) to  oarticreate wm tie 
labour force. Simply expressed, the labour force is equal to the 
source population multiplied by the proportion of the source 
population either employed or searching for employment (the 
Ppactliclpation Late). 

The decision of those in tne source population as to 
whether or not they will enter (or stay in) the labour force 
depends upon a wide variety of factors, both economic and 
sociological. In essence, they boil down to the duestion of 
whether the expected net benefits of labour force participation 
exceed the net benefits of the next best use of the individual's 
time (the opportunity” cost). ~“For*dtrferent  snaty1dualseton 
groups of individuais) the expected benefits will differ widely. 
For instance, a trained doctor in Alberta would have a high 
probability of receiving a large income from labour force parti- 
Cipation. On the other hand, an unskilled labourer in northern 
New Brunswick would nave a much smaller chance of finding employ- 
ment, and if ne (or she) was successful the remuneration would 
ne considerably less than our Alberta doctor's. His expected 
net benefits mignt be somewhat nigher if he were eligible for 
unemployment insurance, but it would remain well below the 
expected net benefits of the doctor in Alberta. 


In a Similar vein, the next best alternative wse vce 
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time or opportunity cost will exnibit considerable variance 


across different groups and individuals. The expected returns 


FYOMMCOmwc Inning education, for. instance, ratner tian labour 


FOrCcesp anticipation, are much higher for young persons, who. will 


be able to gain returns from that education over a longer period 


of time, than for older persons. 


For some women, the returns 


from bearing and raising a family may exceed the expected 


Peuurncmor Labour Torce participation, while for others, the 


net benefit may be much less, and for men an impossibility (at 


least as regards the bearing of children). 


In T.I.M. we have disaggregated participation rates 


by age and sex where we can identify and estimate different social 


and economic goals and opportunities. A samole of the ways in 


which we explain participation rates will illustrate both the 


type and the variety of influences which have proved significant 


in affecting participation rate behavior. 


taomhena lees savers. Loaves. 


a) The share of total employment opportunities which 


are in the services 
Ceol, GLC.) .. AS 
employment in these 
employment rises as 
sectors rises. 


sector (trade, finance, adminis- 
females have easier access to 
industries, tne probability of 
tne share of emoloyment in these 


b) The real wage rate and the real unemployment benefit 
rate. As these rise, the returns to entering the 


Lapour -Lorce vise: 


eG). School enrolment . 
for Dersons ofthis 


This 1s the orincipal alternative 


age group. 


dad) The share of the total source povulation represented 
by (‘tiis age/sex group. As *tiis shareyrisces tne 
probability Of Obtaining employment for=this*qroup 
falls because of increased competition for entry 
level jobs onen to females. 


Informetrica e Ottawa, Canada e Effective Economic Research 


LIimMIiTed 


-22- 


2. Males 65 YES.s09 yrs. 


a) The unemployment rate. As the unemployment rate 
rises, the probability of obtaining employment 
falls. This phenomenon is often called "the 
discouraged worker effect". 


b) The number of people in this category relative 
to total employment in the economy. As for 
young women, this age/sex category may be 
limited in the types of jobs available to it. 


c). Real. income per person.. As this rises, the need 
for older males to maintain an income falls. 


d) The real value of old age security and Canada/ 
Quebec Pension Plan benefits. Thies vs an 
altermnative Source Of income, 


J Clilake aie Omey iS o- O41 Yor 


a) The share of total employment opportunities 
which are in the services sector (as for 
PeneaweS ako — Lo yrs) 


b) The real wage rate and the real unemployment 
benefit rate. As these rise, the returns to 
entering the labour force rise. 


c) The unemployment rate over the previous four 
years. The most recent rates wilDtdiscourace 
FabOur  CLOnCe, par trcipatd One teen cece nena 
but 1f the rate has remained high for a number 
of years, some households may be encouraged 


COsOpe for’ “Secondary! wage earner sero. 744n 
uhe; labour) forces 


Other specifications might result from alternative 
theoretical viewpoints. The ones shown above and the other speci- 


fications within TIM are derived from extensive econometric experi- 


mentation over a’number of years. 


There are, of course, other factors which influence 
Darticipation rate behavior. Many of these are difficult to 


measure, such as attitudes towards roles Or incomes, and thus 


they elude formal analysis. Nonetheless, there is little doubt 


Informetriea e Ottawa, Canada « Effective Economic Researcn 


LIMITESO 


-23- 


that they do have real, and sometimes dominant influences on 
participation rate behavior. 


This type of influence can clearly be observed in the 
rapid increase in female participation rates in Canada over the 
past three decades. In 1955 less than 25% of females aged 24-55 
were in the measured labour force. By 1979, about 58% were in 
the Dabour force, mwith ino. sagqmiof cany “slowdown in thetrend to 
higher participation rates in evidence. Similar, although less 
Geanaticipanticipatidon trate aitncreasestthave ‘occurred for both 


Older and younger age grouos of females. 


os 


In both our Reference Cases, the trend to 
hvoteneienalehpartreipa tion “rates continues through the decade 
OfMtneelI80s, “albert ata sligutly slower’ pace. “By 1990, we 
anticipate that over 75% of females aged 25-54 will be in the 
lapour “foree. 

Male participation rates are much more stable than 
female rates’, particularly for the prime age group (25-54). 
The table below compares male and female part:icipation rate 


behavior in the vast and in our Reference Cases. 


Informetriea e Ottawa, Canada e Effective Economic Research 


LIMITEO 


-24- 


PARTICIPATION RATES BY AGE AND SEX 


Fast, Growth + Slows Growth 
1 


L95'5° 196 Sue LOWS ato S ON Lge, LOO. (coe Oo 
: | 


Los lI SyEse 
Male Now 245 PSE [580 1) 2260 Cin Sas 8 .60 
Female 243 39 yi 252 | 56 . 60 ) sek .59 

2022 Aas | ! 
Male 3982 .97 105 SOiGue eae 8.6 a Oae een. OG . 86 
Female .48 wo 5 .67 ne | .76 .79 | ane er: 

25-5 eR GaSe | | 
Male .96 .96 295 S95 oS AVS wag tis eve AS ache 
Female OME: Role ao .60 | S67 .76 | . 66 75 

Sot Oa vio. | | 
Male 235 . 86 79 £7 5 2B ¢ 77-3 STOLE SpA aia 
Female .16 .29 tah 435 | ao, 39 | 38 . 40 

I | 

! | 
TOTAL BS oy “6 | OA ee Mee 169% nance .69 


As the table indicates, the difference in the aggregate 
participation rate varies by less than 1% between the two cases 
(68.8% in the Slow Growth Reference vs 69.1% in the Fast Growth 
Reference). Some elements of the detail, particularly in the 
younger age categories, do show some of the effects of the 


relative unemployment rates. 
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Although in some age groups the female participation 
rates are approaching equivalent male rates, we suspect that 
they are unlikely to reach the levels of the male rates in 
the 1Ong run... Principally this Ws"because an alternate 
Opportunity, that of producing and raising a family, will always 


be more open to females than to males. The increased prevalence 


of day-care has and will enable easier access to the labour 
force for a large number of females. But the bearing of 
children will ensure that at least some part of the female 
source population is unavailable for the labour force for 

at least some period of time. Further, we suspect that a 
portion of the female source population will continue to 
chooseto raise tneir family as an alternative to labour force 
Daneacipacxonine Thus suggests *thatin the L990svat thewlaces., 
the rate of increase in female participation rates is likely 
bosisilowisidown and finally stabilize... At thestothert extreme it 

Wea DoSsSsabphe that the trend to more female labour force jpartici— 
pablon will. be reversed, producing declining participation rates. 


We view this as unlikely in the foreseable future. 
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Both our Reference Cases have participation rate 
outlooks that are quite close to the view expressed in a 
ti 
recent Department of Finance study 1’. A comparison between 


the Fast Growth Reference Case and the Department of Finance 


outlook is shown in the table below. 


PARTICIPATION RATES 


A COMPARISON 


1980 1985 1990 

young Persons (15-19) 

- Base Case -548 , 582 Onl 

- Finance Pyovene] - 593 
Adult Males (20+) 

- Base Case 365/16 . O23 - 809 

- Finance Feels - 808 
Adult Females (20+) 

- Base Case -499 aos -596 

- Finance 7556 S611 
Total 

a, Base Case eG 42) 3.6.0.5 -691 

- Finance oO he -697 

iy, 


— Department of Finance; Recent Changes in Patterns of 
Productivity Growth in Canada, Ottawa, April 1980. 
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Implications for Labour Force Growth 


The effects of demographic and participation rate 
behavior on the measured labour force can be examined in the 
table below. A marked slowdown in the rate of growth of the 
Panvour, LOrceriS anticipated an the L9OS80s. in ‘both our Reference 
Cases. The first half of the 1970s was characterized by extremely 
rapid jJabour force growth, averaging over 3.5% per year. In the 
second half of the decade, although the domestic source population 
continued to grow at about 1.7% per year, the growth of the 
EOTa le abour <Lorce slowed to an average of 2.8% per year. 

A major contributor to the slowdown was the decline in net 
immigration imptne Vate: 1970s). but a slowdown in the tace.o. 
ieerease, Of Dar ticipation rates. was auiso a mactor. 

For the 1980s; Our assumption of 50,000 net inmigrancs 
per vear (Of whom about 40% are assumed to enter the labour 
Seceewrssucgests that the contributions to “labour force greweny 
from foreign migration will be similar to the average over 
Eiewpaste five. years. This ts, sof course, subject to policy 
decisions. Participation rates are expected to continue to 
increase, but at a rate somewhat slower than experienced over 
the past decade. The increase is concentrated in the femaies 
25-54 yrs. age/sex category, with slower growth for younger 
and older females, and male participation rates virtually 
Staple. ‘The pattern over ‘the decade’ Vs ant inenced™ bythe 


unemployment rate, discouraging some Bar LCi pation w2) Cen mers 
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half of the 1980s, and encouraging more participation in the 
second half, particularly in=tnhe te asteGrow Nn keterencesease 
There is a logical limit to increases in participation rates 
as Wo adey cee group can have more than 100% varticipation. 
Thus as suggested above, we expect that the trend growth in 
participation rates will have to slow and finally stop at some 
time in the future. International comparisons suggest that 
towards the end of the 1980s or early in the 1990s, the female 
participation rates are likely to approach new, relatively 
stable Woke 

The most significant change in the components of 
labour force’ growth in the 1980s will comeGserom thesgvowtn in 
the domestic source population. This slowdown can be expected 
with some certainty as it depends only upon the age composition 
of the Canadwanepopulaticn in 1979. By 19907 no pempsens born 
after 1979 will be of ,labour force age, and Che monealtecy race 
Of people of labour force age has been and is expected to remain 
fairly stable. Here, more than anywhere, we can observe the 
effects,of the aging of the baby-boomxconorts, s by #b990,) mostsoe 
the baby-boom pondulation has entered the labour force, and the 
Slowdown in source vopulation growth which results can be seen 
to have a large impact on our expectations for labour force 


growth during the 1980s. 


rate some, Communist. countries. (i.e, «Poland, Ua Siok wacche anes 
Gipation: rate 1s now (1977 1.L/0.. Yearbook “Of babour,Statrs 
in the 68-72% range. In Sweden and Denmark it is (1977) about 


65% with a participation rate for females aged 30-44 years of 
GSO Cite ire 
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The slowdown in the rate of growth in the labour 
force will also involve a shift in the age and sex composition 
of the labour force. Because virtually all the increase in 
participation rates will come from females, and as the rate of 
growth of the labour force generated from source population and 
net immigration is reduced, the share of females in the labour 
force will continue to grow at a Yather rapid. rate. ‘In addition, 
as the baby-boom cohorts age, the share of the labour force in 
the younger age categories will start to decline after almost 
twenty years of increase. 

in 1360 :only 27% of the labour force was female. By 
1980, resulting from the rapidly erising female partici pacian 
rates, the female share has risen to almost 40%. Over the next 
decade we believe that this will rise to over 44%. For young 
people, the peak in the share of the labour force represented 
by 15-24 yr. uolds was 27313 inel9/5m This fad. veenmeen > = 
in 1960, but by the late 1970s, had already begun to decline. 
By the end of the decade we expect that the share of young persons 
(15-24 yrs.) an the labour force wvisl stall tole s ewerwsne low 
its) 1960. low of 21.5%. ‘This reflects Sthe agqinglossunesoaeDy, boom 
cohorts together with the decline in the birth rate in the 1960s, 
and implies that a smaller and smaller share of labour force 
participants will be made up of new entrants. As this is the 
group whichsis probably most mobile, .with, respect, to both locacion 
and occupation, this may have important consequences for the 


ability of the labour supply to adjust to new demands. 
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The decline in the share of the labour force repre- 
sented by older persons (55 yrs. +) which has occurred over 
the past twenty years is expected to continue into the 1990s, 
principally as a result Of declining participation rates tor 
Older males. This reflects earlier retirement behavior result- 
ing from improved pension benefits combined with public pension 
and old age security ae 

LABOUR FORCE COMPOSITION (% SHARE) 
FAST GROWTH REFERENCE CASE 


1960 A Aes) LiL LOD 1980 1935 1390 


Males 25-54 48.8 45.3 4220 SNe} pale! 3005 3Se68 Seo 
Females 25-54 15.3 16.9 18.6 223 Me aes 26-015 S05 
Males toma L256 Leuk 4 ‘ae ae: Fi ieee, LO 28 
Females 15-24 8-9 9.8 Nall Be eee Diss 10.8 9.8 
Males 55+ oe 4 A al ea LOve2 8.6 PG Fowl Ow 
Females 55+ Sea) Cis) Srey Seats Cee | Sie S00 
Male T2228 O95 66.4 ous at 60si2 Le 55.5 
Female Dalia 2 3055 3356 36.9 3918 40.8 4452 
Males & 


Females 25-54 64.1 6252 60.6 BOio 62 spe ue: 69-0 
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D. Labour Demand Conditions 


Employment, Output and Productivity 

Demand for labour services is derived from the 
demand for the production of goods “and services. The various 
categories of final demand in the economy (consumer expenditure, 
investment, government expenditure, and exports less imports) 
are met through production vrocesses which combine labour, 
capital, natural resources, and purchased inputs (intermediate 
goods) in such a way as to (ideally) minimize the cost of the 
output. Because the purchased inputs of one industry are 
typically the outputs of ‘another mndustry) tne combined “Output 
‘6E the economy is essentially the result of the combination of 
labour, capital and natural resources. The requirements from 
each industri, CO .Meeroany Giver. amount oO. cemand are> the 
contribution of each industry (the value-added) to total output 
of the economy. In order to estimate the requirements for labour 
in terms of levels of employment, we eliminate the effects of 
rising prices by deflating value-added to derive a constant 
g@ollar measure Of cutput by industry —-"réeal” domestic product 
(RDP). 

Our macroeconomic environment provides estimates 
of the demand generated by the economy, and, through the 
use of an input-output framework (which describes how final 
demand by categories is produced in the Canadian economy - 1.e., 
technology) the requirements for output by each industry can 


be determined. The only question which remains is how much 
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labour (employment) will be required to meet these levels of 
output by industry. 

The answer depends upon how much output can be 
produced by each person employed - that is the productivity 
of labour. .It.is clear that the total voutour eter each | 
industry or for the economy as a whole, must equal the 
number of people employed multiplied by the (average) amount 
of output per person employed. The table below illustrates 
that the growth of output in the Reference Case is directly 


related to the growth in employment and the growth in labour 


productivity. 
Average Annual Rates of Growth 
Hrstorical Period 
1960-65 Gir t/) 1 OU DearS 1975-80 
Employment 2.84% ZOU 3.258 2.16 5% 
Productivity 2 os VapaN eg Ss 1.60% 0.36% 
Output malig se 4.853% 4.89% 3.02% 
Fast Growth Slow Growth 
Reference Case Reference Case 
1980-85 1985-90 DI80785 1985-90 
Employment PR AOR S | LEAS. 1.87% 1.925 
Productivity L 87% ee he LO 3% liewelers: 
Output 4.09% 3.94% BIB 3% 3.823% 


At this time, the poor productivity performance 
through the 1970s has not been satisfactorily explained. It 


comes after two decades when average productivity growth was 


2.0%-2.5% per annum. Two views on the experience of the 1970s 


now predominate arguments regarding productivity. The first 
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suggests that there has been a fundamental change in the 
economies of not just Canada, but all western industrialized 
nations. This change has been ascribed to the B09. Of energy 
price increases, the breakdown of fixed international exchange 
rates, the maturing of industrial processes or a variety of 
Other changes in our economic environment. The implication 


of this view of a fundamental change suggests that the prospects 


Porm PLOGUCTIVIty Growth in the sroeus are 6 woetter finan sane “per— 
tOrmance Of the 1970S. ~ With “substantial ly “slewer <growthsin ipro- 
ductivity, in order to meet even the Slow Growth Reference Case 
Overall periormance, employment growth woulda” nave to “be -subsean— 
tially more rapid. By the mid-1980s, aggregate labour force con- 
‘Straints would likely-begin to act *as a *brake/On@real -qrowth in 
the Canadian economy. 

The second view of the 1970s productivity slowdown 
suggests that the poor performance was the result not of a 
fundamental change in “the composition of the economy, but 
Tatmer a result of fCemporary, predominantly cycbical-forces: 
Weak growth in Canada and in the economies of Canada's trading 
partners, in this view, associated with a consequent weakness 
in productive capital -investment “1s "seen as “the principal 
villain. Special circumstances, such as the change in the 
relative price of energy, or the introduction of new regulations 
are believed to result, perhaps, in one-time adjustments to the 
fevel-or productivity, Dut not “as factors which will -artect tie 
frena crowthi rate in productivity. Tie mpl rcatioror etnies 
view is that there may be a great deal of "bottled-up" productivity 


growth (realized through labour hoarding for instance) so that 
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when the economy enters a growth phase, probably by 1982, 
there is the potential of a sharp surge in productivity growth. 
Further, optimists with regard to the productivity question 
argue that the trend growth in productivity over the course 
of the 1980s will be boosted by the introduction of recent 
developments in the computer/communications industry into 
offices, -stores,.iLactories anduother sectors of the economy. 
The implication of this view is that, even in the Fast Growth 
Reference Case, most of the real growth would be met by 
productivity increases rather than increased employment, and 
labour markets would remain very slack through the end of the 
decade. This would imply that the potential for economic 
expansion could be considerably greater than in either of our 
Reference Cases. 

The view put forward in both our Reference Cases lies 
somewhere between the two positions explained above. Average 
productivity .growth, Stays sim a tairly nawrow wandesor |) 764 oer 
year to 1.9% per year, below the rates experienced in the 1950s 
and 1960s, but above those experienced through most of the 1970s. 
In Our Opinion, some continuing adjustments will have to be 
made through the decade to the new relative prices for energy. 
This will require the allocation of some investment towards 
energy-efficient (rather than labour-efficient) capital. At 
the same time, recent research by the Department of Finance 
and by ene Economic Council of Canada tend tG suppore “Informecr ies 


Limited's view that a Significant part of the 1970s' slowdown 
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Bee productivity orowth, can be’attributed ito’ cyclical’ problems. 
Thus, we believe that the most likely prospect for the LOS Os 
is a more robust productivity performance than was the case in 
the 1970s’. 

Our Reference Cases reflect these beliefs. In some 
instances, the results of the model have been adjusted to 
incorporate the expert views of industry analysts regarding 
the balance struck between the two extreme views on the outlook 


for) productivity Pera 


The tables below indicate the shares of employment 
and output by the 12 major sectors of the Canadian economy as 
Buctes.,Of the respective gotals ever the historical peried 
and for our two Reference Cases. One aspect of the industrial 
distribution of employment which this table demonstrates is 
that, although there are indéed (shifts in the structure}. these 
shifts take place only very gradually over time, and the relative 
shares remain quite stable. We can, nonetheless, distinguish 
some trends in these indicators of the structure of the Canadian 
economy. 

In the distribution of emnloyment, we can observe 
a distinct shift from the goods-producing Sector to the services- 
producing sector. » From 1960.to@l980, the share of employment 
in the goods-producing sector (including utilities) declined 
from 45.5% to 33.9%. The vrincipal-.areas of expansion were in 


finance, services (both public and private) and public 


lithe Appendixes show the Model results while the text (and tables 
within the text) are based on the adjusted results. 
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administration. The fall in the goods-producing sector's 
share of output over this same period was far less pronounced 
CPU. 4s. tO. 38.1%)" This iret lects itheitack that oneteed 
Productivity growth is typically far stronger an the, goods — 
producing sector than in the services-producing sector. Our 
View 1s, tiiet’ thrs reflects principally the diiticultiesiin 
measuring output in the services sectors (so that in many 


cases, employment becomes a proxy for the measure of output). 


For the 1980s /iswecexpectiaycontinuation efathe 
treme Of a*shaft invthe sharébofatotainémpboyment/ into the 
Seuueeces *Sector’so that. bY M9 90hs ondysabosts32402)(insthe 
Pac orowtn Case) 2088893 3a4 ins tnenStewrGrowtapecase) of 
total employment will be in the goods-producing sector. 
Arcmougn@the directions ofthe trend) as: dikely to/ continue, 
toe rate=or change is*expected torslewy downs sharoly<*" This 
reflects two fundamental factors which can be observed in 
both of our Reference Cases. First the areas of strongest 
growth we expect are in exports and investment, which put 
requirements on the goods sector more heavily than on the 
services sector. In addition, we expect a shard slowdown in 
the rates of growth of both the publicly-provided services 
sector (health and education) and the public administration 
sector, reflecting both demographic trends and continuing 


expenditure restraint at lala :levels-.of .government. 
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Industry Analysis 

Agriculture employment declined absolutely almost 
every year from 1950 through: 1973. This reilected botn the 
application of new technology to the sector as well as the 
expansion of employment (and higher income) opportunities 
in the urban centres. Since 1973, employment in agriculture 
has remained stable at about 470 thousand (compared to over 
a million in 1950). Three elements in employment prospects 
suggest that the stability in employment in this sector since 
1973 as likely“t6 ycentinterthrough sthe 2980s: @Ringst. 16 ws 
likely that increased mechanization of farm production will 
slow down sharply, reflecting the increase in the relative 
cost of mechanization attributable to energy price increases. 
Second, the rate of expansion of urban employment ovportunities 
is likely to be less rapid tnan it has been over the past few 
decades, and at least through the mid-1980s, unemployment 
levels will remain high. Third, the likelihood of a period 
of relatively high food prices will reduce the income 
differentials between agricultural employment and other 
employment opportunities. Althougn we anticinate some rise 
in the level of employment in the agricultural sector, its 
share of ‘total: employment: ‘will tcomtinue te, dec] ine. siror 
Fishing, the employment opportunities presented by expanded 
Canadian authority “over -coastal Gishings nrgitsi nui lo elakews. 


be offset by improved efficiency in@the fishing taduetry. 
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The forestry sector, whose share of employment has 
Gecia ned; Euom bioeuko.il. 7% Lromel960eto. 1980s 1s expected to 
experience little growth in employment over the 1980s as 
housing markets remain relatively weak. Mining, whose share 
of employment has remained relatively stable over the long 
term, should maintain its share as activity in energy extraction 
proceeds. at) a rapid pacel “Some “oroductivity improvements snould 
beranticipated after™’the sharp declines “in productivity 
e=perdvenced. during the Y970s,; as investment Dut into place’ over 


mae past few years begins to “bear fruit in terms of Output. 


Although manufacturing output is expected to rise 
G@emaeshare of total’ output,, reflecting the structure of 
Gaovten in final demand, 1 15 an this sector, that the greatest 
potential for measured productivity gains will continue to 
exist. Consequently the trend of a lower share of employment, 
ime pete Of the rising share of output which has characterized 
the past two decades, is likely to continue. From a level 
Geeeeroe 5, 000 in. 1980" (and 174027000 san 31960)" we 
expect manufacturing employment to rise to 2.4-2.5 million 
by 1990. The areas of greatest growth will be in those 
manufacturing industries (steel, machinery, smelting, metal 
Fabricating etc.) .which supply, the investment sector, both 


mocenada. anc 12n. the. U.S. 
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The construction industry presents some particular 
analytical difficulties. First, a Significant. numben oF 
people whom we would normally think of as employed in 
construction, are measured by our statistical system as 
being employed in other industries. This arises when 
industries undertake construction activity on their "own 
account" (i.e., utilities, real esttate developers, etc.)’. 
The employment is classified by the principal occupation 
of the employing establishment. Hence, our measure of 
construction: industry employment will Under stave. ieseiployment 
actually generated by the Canadian economy's construction 
activity, and will not capture changes which are generated 
from own-account construction activity. A second problem 


ls that, €Vven®wlthin our-narrow Gerinitiom Of Construction 


activity, our measure Gf construction remployment, pareiculanrly 
in recent years, is suspect. This is because the signals we 
get from two principal employment estimates (the Labour Force 
Survey upon which we base our employment analysis and the 


Establishment Survey upon which our income and output estimates 


are based) appear to be inconsistent. Although these difficulties 
exists to some degree in all industries, they are particularly 
acute “in-e cons tructuon. 

The industrv's measured share of total employment 
has fluctuated between 6% and 7% since 1950, with construction 
output generally accounting for a somewhat higher share, except 


. 


im recent years .}' Output: per person’ grew ae an average face 
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OT fovera2 25 Seinom, 11950; ithrough<1.97 0p... Since. 1973,,. however, 
there has been virtually no improvement in measured productivity 
an the fconstuuction industry. . Thustlemploévement ey ahen has 
matched on "exceeded growth int outputelsiltiisedifficultsto 
determine the factors underlying this change, or to know whether 
it results purely from the measurement problems noted above. 
This scasts great uncertaintys on:the! out looks for; construction 
employment through the 1980s. Our References Cases have assumed 
that we realize some renewed productivity growth in construction, 
but at an average rate of less than 1.25% over the decade of 
tne Ly 80s..—, Ditferent assumpiions.here,.of course;.could..provide 
substantially different estimates of demand for construction 

| employment. UiwebOtim Oli wekerence Cases, this assumption 
leads to a small rise in the share of employment in the 
Construction industry through the «1990s, while the share 


Opec Lascemaun Ss Stable a trom L930. to 1990, “tnere 1s ‘an 


overall increase of»168 thousand in construction employment 
in the Slow Growth Reference Case, and 182 thousand in the 
FasteGcrowths Casen frommaschteves tofso32uthousand aim 1980)¢ 

The utilities sector, dominated by electric power 
generation, typically has substantial productivity gains as 
output increases. Its share of employment has averaged just 
over 1% of the Canadian total historically while its share 
Srepeeoue has risen froma, little over sls in the 195060 ol over 
ReaeuowO OO}. wThisererwectSathe, capitallintensi ty of the 
production processes within the MeL li ties ssectror .1a5 wel laais 
the increased automation of electricity generating facilities. 


We expect these trends to continue through the 1980s. 
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Transportation and communications is also a sector 


which is relatively capital intensive. It is facing conflicting 


influences in the 1980s. Higher energy prices will make 

some forms of transportation ( i.e., road) less attractive 
but others (rail) more attractive. The expansion of the 
economy in more remote areas and an expected boom in the 
communications industry will ensure considerable growth in 
the shares of both ouput and employment for this sector under 
either of our Reference Cases. The growth in the share of 
employment (from 7.6% in 1980 to over 8% in 1990) reverses 

a gradual decline in the share over the past three decades 
(LLOM = JUSt=OVeEer Jee lee ot) 

Much of the growth “in “the *trdde’ sector ‘will be 
realized in the wholesale trade component, reflecting the 
relatively rapid expansion of investment and export demand 
compared to consumer expenditures. In the Slow Growth 
Reference Case, because the consumer sector is particularly hard 
hit, there is virtually no “inéréase in *thetshare yorwemployment in 
the trade sector, after steady increases in the period from 
the mid=-1960s “to “the late "1970s; -PThPS Seceorsawiacen 1514 
major source of employment in the Canadian economy (17.3% 
in 1980, second only to services and manufacturing) is 
particularly sensitive to changes in the levels of real 
income and consumer expenditure. 

For the finance, insurance, and real estate sector, 
the very rapid growth in employment which characterized the past 
three decades is €xpected to slow to about the average rate of 


growth for the economy as a whole. “Mich of the growth of en 
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sector in more recent years has been associated with demographic 
influences; that is the entry of baby-boom cohorts into age 
groups where first time home-buying and insurance purchases 
Epica lly occur: This will not be the case’ in the 1980s. 

Within the sector, finance will be the strongest subcomponent, 
as the demands of the investment sector remain strong. 


The services sector shows similar divergences among 


mesecomponents, and for similar reasons. ~Publacly funded 
services, (health and education), which were areas of 


exceptionally strong growth in employment through the 1960s 
fam 70S, will expand ‘their employment’ requirements ata 
much slower pace in the 1980s, reflecting both the population 


trends and our expectation of continuing restraint on government 


expenditures. Business services and services to consumers, 
on, the other- hand, will. continue to.be a major growth area. 
The investment sector will place strong demands on this sector, 
; ; : af 

Damercwbariy in “areas: Such as engineering services... Consumer 
expenditure on services (1.é6., hotels and restaurants) should grow 
more rapidly than aggregate consumer expenditure, reflecting larger 
real incomes per household and requirements for purchased 
services that are now provided in the home as the trend to more 
two-income families continues. 

The’ public administration sector will experience {heweare 
Sonstramnts. as the publicly provided services, so that its 


share of employment is not expected to increase over the decade. 
vt 


leor example, about 6% of expenditure in gas and oil production 
investment and 8% of electric utilities investment is expenditure 


on engineering and other business services. 
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E. Balancing Labour Supply and Demand 


In Sections C and D we have examined the supply 
conditions and demand conditions implied by our Reference 
Outlooks for the Canadian economy independently of each other. 
In this Section we will analyse the implications of the 
balance between the anticipated demand and supply of labour 
at the aggregate level, examine some potential imbalances 
within the Canadian labour markets of the 1980s, and discuss 
the mechanisms by which these imbalances may be corrected. 

The following table shows total demand (emplovment) 

ane’ total supply,(labour force) over the past three decades 
and in our two Reference Cases, as well as the imolied 
unemployment rate. It seems clear in both of our Reference 
Cases that it is unlikely that there will be any constraint 
on economic growth from insufficient aggregate labour supply 
through 1985. Even in the Fast Growth Reference Case the 
unemployment rate remains above 675% throughehertamst halz 
of the decade. In the Slow Growth Reference Case the 
unemployment rate remains high throughout the decade, so 
treat 044 1990, it is still above /sVot the sabour@ once. 
In this case, then, the central problem at the aggregate 
level would appear to be an excess supply of labour. In the 
Fast Growth Reference Case, the unemployment rate declines 
to 5% by 1990. This compares with an average: unemployment 
rate, oimes 29 tem tthe. 19506 < 4.5833 ainstthe- -1L3o6ve yp Sect trom 1970-74 


andi s6 3) rom 1975-79. It should be noted that, associated 
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with the lower unemployment rate is a slightly larger labour 
force. Looking at long-term historical averages, this suggests 
that by 1990 in the Fast Growth Reference Case, a eRe reasonable 
balance between labour supply and demand is achieved.+ 

Another way to look’ at labour markets” is" through ‘the 
ratio of employment to total population (rather than employment 
to labour torce). “This gives an indication of “the "dependency 
rate:- that 1s, the number of people not in measured employment 
needed to be supported per employed person. In both our Reference 
Cases, as shown in the table below, this ratio has been rising 
Steaci ty since 19600 and 1s “likely com contcinueeto mrsemtnroudi the 


eS OS. 


Population and Employment 


(Fast) (Slow) 
14935:0 1960 Oo AO 1980 1990 1990 


a 


Employment/Population 3 Gre] Seppes Ota8 Saves: etek 43 Se OAR OS 
Dependents/Employment Zieh ret PAT Pao: PES) 2.04 
Although we do not perceive any aggregate constraints 
on labour supply in either of our Reference Cases through 1990, 
this does not preclude the'possibility of shortages of certain 
Berpes Of Labour ine certain tanéaseot Bhemcounmtry sj. lhes more 
local the market or the more specialized and non-transferable 
che: skillset or other relevant chanacterisuic ~the.more 


likely that specific shortages wil l..occum, evens neler cas, where 


lonis may or may not be viewed in-1990 as good for bad) performance 
in labour markets. The composition of unemployment as well as its 
absolute level will remain an important factor in determining 


aggregate performance. 
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there may be an excess aggregate labour supply. Whereas 
aggregate labour market imbalances can typically be addressed 
through macroeconomic fiscal and monetary policy tools, local, 
skill-specific, or type-specific labour market imbalances may 
require targeted labour market policies to speed up labour 
market adjustments or overcome institutional rigidities which 
lead to such imbalances. 

We have identified three principal concerns for 
potential labour market imbalances in the 1980s, one generated 
by the particular evolution of labour supply which we anticipate 
and the other two resulting from the labour demand patterns 
implicit “in both our Reference Cases.) The firsewuseche 
requirement for absorption of the Seer nine changes anticipated 
in the sex-structure of the labour force. The second is the 
requirement for labour mobility arising from the regional 
and sub-regional dispersion of employment opportunities 
likely .to occur ini the 1980s.) Andethe third Penne otentiat 
For “speci fie iskil) rshoritage's “whitch “may tar ise dasxaiisesult of 
the changing mix of final demand, the lumpiness of major 


investment projects; “or the introduction of new technologies. 
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Male and Female Labour Force and Employment Opportunities 


Our assumptions with regard to labour ah ee in Section 
C, and in particular our expectations regarding the continuing 
ancrease un female participations rates, suggest] thats theasex 
compositionsof the labour force, widl-continwento shiftterather 
rapidly over=the icotirse rofrthescomingrdecade--(seestable,onkpage 
SlyGe This; in turn; will mean: -thatrithe? sexe composationmos 
employment pwithins industries must-also change@ife sigmifidcamt 
labour market imbalances are to be avoided. Inwtactgr the “sex 
composition of employment within industries has changed 
appreciably in recent years (see Table 1) and it seems reasonable 
LoOL-expect that» these trends, widi. comtinues 

There are two ways in which employment shares within an 
industry can) changéar ~arst,© the typescote jobtavasadable? or 
OccupaL Ton allem lx, <1 Che nsahhyandust ny) can eee That is, there 
can be a shift (say) from heavy machinery operators to computer 
programmers as more automation is introduced into a factory. In 
Dart, this iS),agresponse “Of. thePindustmy *teorchengdndeevaisebility 
and price ofslabour.»), Secondly ithe, relativedynabundantesarpply of 
labours (which is. 4 tkhelyetonbé. fematerine the 1980'sji can fo,low 
careers cin iwhatvarer thoughteofmas i tnometreditionad-o¢eupacions:. 
We. expect: that both of these’ “processes wlll be required, and are 
likely to! bes ate least. partly. effective tno chang. ingethepshare (or 
employment by industry to accommodate the relatively rapid 


expansion of the female labour forces 
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AS can be seen on Table 1, the share of employment 
accounted for by females is low in most goods-producing 
tmdustries (the highest share is 27.4% in manufacturing). ” It is 
in the service industries that high shares of female employment 
ane, ¢vident, and, in finance, insurance and real estate and 
community and business services, females account for about 60% of 
employment. But, as discussed in Section D- above, we anticipate 
a rather marked slowdown in the shift of overall employment to 
Mae Services. Sector over the course of ithe 1980's. Vthus,, waive 
the female labour force is expected to grow at an average annual 
rate of 2.9% through the 1980's, Expansion.of employment in the 
Sery1ce-producing sectors is expected to grow by only 2.5% per 
year. Conversely, while the male labour ee is expected to 
grow at a 1.1% annual rate, employment in the goods-producing 
Sector should’ grow «at about 1.6% per wear. In order fo 
illustrate the need for adjustment within industries, we have 
estimated what would happen if the sex distribution of employment 
by industry were to remain constant Cat the 1979 shaves Chrougn 
M990. AS» illustrated? on Table 2, and ont’ the tollowimaqgreon, 
there would not be enough male labour to support the economic 
growth in the Fast Growth Reference Case by 1988, while the 
unemployment rate for females would continue to increase 
throughout the decade. This is clearly an wntenable situation 
and certainly before the spread of unemployment rates widened 
significantly, market forces (whether they be relative wage 
rates, hiring and search costs, or whatever) would encourage the 


adjustment process within both the industries and labour supply 
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Table 2 


Unemployment Rates; 
1979 Employment Opportunities Distribution 


Fast Growth Slow Growtn 

Reference Case Reference Case 

Female Madre Female Male. 
19.81 9.4 es) 9.48 Tere ORS 
1982 9.2.0 oyglh oe oO 6.48 
iS 3 os: a 9 LO ea Bie Our 
1984 rome pega Hs 8 bras Be) Bis. 
1985 Ld al 3.3 ded. 99) 5.04 
1986 PEI 5 Bie P2574 239 
1937 bo re Leo aL Sy She 
1988 L2e%3 ise 14.40 ene S 
LIS9 13.4 -0.8 Syste ig Lo Bal 
£920 UIE pea ae 1 46.0 0 AG 
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that would alter occupational availability and requirements to 
accommodate the labour market conditions. 

The speed at which the labour markets can adjust to 
these imbalances depends critically upon the underlying reasons 
for occupational segmentation - the extent to which it stems from 
systemic discrimination, women's employment preferences, the 
nature of work in different industries, location, the different 
patterns of labour market participation of men and women, the 
attitudes of men in male-dominated industries towards female 
co-workers, or other causes. 

If the labour markets are slow the adjust, we should 
expect increasing wage differentials to emerge verweer che 
goods-producing and service-producing sectors, as male-dominated 
industries attempt to bid workers away from other sectors, 
leaving more vacancies in the service-producing sectors to be 


filled, where feasible, by women. 
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Table. 5 


(Thousands) 


L.M.: Fast Growth Reference Case 
1980 1985 

Female 15-24 13:70 1368 
25-54 SA LT e: 34-47 

55+ A? 3 473 

Total 4569 5288 
Male 15-24 L580 1564 
25-54 4416 4909 

55+ 876 891 

Total 6872 7364 
ae ian: Slow Growth Reference Case 
1980 1985 

Female 15-24 1357-0 155 
25-54 Lelel © 3401 

55+ 423 480 

Total 4569 SPASMS) 
Male 15-24 1616 i hSSNG 
25-54 4416 4909 

55+ 876 913 

Total 6908 L356 
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Regional and Sub-Regional Imbalances 


Even if the Canadian labour force is expanding at a 
rate adequate to meet the growth in demand for labour in an 
aggregate sense, specific regions or sub-regions within the 
country may require more (or less) rapid expansion of their 
labour forces than can be supplied by the source population of 
the particular see This requires a flow of labour supply to 
regions of relatively rapidly expanding employment opportuni- 
ties from those of relatively slowly expanding employment 
opportunities. Canada, because of the vast distances between 
regions, faces special problems when growth patterns are sub- 
stantieliydifrierent Fy. Opposite, ends ote the country, 

Perhaps the most significant structural change in 
the Canadian economy of which we can be reasonably sure for 
the decade of the 1980s will be the change in the relative 
price of energy. Consistent with this change will almost cer- 
tainly be a more rapid economic expansion in those areas of 
the country with significant resources in the energy field 
(especially but not exclusively in the oil and gas sector) and 
less rapid expansion in "energy poor" areas. Operationally 
this will be reflected” in both major) energy anvestmen. pro- 
jects and the expansion of other) sectonsmareeie const. 
(reflecting energy related income growth) in Alberta, 


Saskatchewan, British Columbia, the Territories, and perhaps 
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Newloundland. “rurchermore much of this activity wibl-be 
remote from established population centers. Thus, the need 
FOrmmeczOnaiwandmeubsregional. labour; force. mobilityyasiiakely 
to be substantial during the decade of the 1980s. 

An analysis of the requirements for regional reloca- 
tion in the 1980s is provided in a separate document, based on 
the same macroeconomic framework established in this study. 
Briefly, it indicates requirements for substantial outflows 
from Ehastern, and,Central. Canadas and, inflows, tos the: Western 
Provinces (except Manitoba). The magnitude of the require- 
MeEMESmposesmsome: duff toudtspolucy, questions) both? for the 

eee provinces, where considerable strains are likely to 
bersettonppast-casociads infrastructure wand the Josing 
provinces, whose population bases may be eroded. Moves to 
avoid these problems could well lead to severe imbalances in 
labour markets, slowing of major investment projects, and con- 
straints on aggregate growth for the Canadian ‘economy as a 
whole. 

The alternative to labour mobility is employment 
mobility, thatoLs, movesthe demand tor labour»ratherothan the 
supply «ofelabour? “Rongenergysrelatedeinvestment projects; 
this is unlikely to be feasible. In other sectors of the 
economy, (this icoursencannbes followed) but in general, unless 
the location is viable on its own in terms of relative costs 
ofcoperationpraccess ster nawamaterialsoandeaccessc to markets, 


this strategy is unlikely to meet with success in the long run. 
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Occupational Imbalances 


The potential for labour market imbalances within 
any particular” occupation” is* retated™ teorenceegsero ment, yeor 
exit from’ that occupation.” For” instance; =41 ce" isan t.eeys chat 
we could experience any persistent shortage of non-union, 
unskilled construction labour while aggregate labour markets 
were not experiencing excess demand. Entry into this occupa- 
tion requires no peaked iii Or prerequisites, so that require- 
ments could easily be filled from existing labour supply. 
Highly trained machinists or surgeons, on the other hand, 
require extensive experience and training, so that if demand 
were to expand, there might be a considerable lag before the 
Supply adjusted. In some occupations, where associations or 
unions have gained effective control of accreditation, short- 
ages may actually be encouraged to ensure continuing employ- 
ment at premium returns for members of the group. In a simi- 
Larevelig persistent surpluses may be created if individuals 
have invested their human capital in occupations which face 
declines in demand. School teachers are a good example cur- 
rently, where trained teachers are reluctant to seek alterna- 
tive employment which does not use the capital they have 
acquired through training and experience. 

In occupational  mrx, Labour supply is elivelly Wortlag 
behind labour demand, as market Signals are only gradually 


perceived and, where training programs are lengthy, the lag 
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mayo besiondayy the, neaction jis.likely to be, mone rapid. from new 
entrants into the labour. force, as their "investment" in expe- 
rience is less than those who have been in the labour force 
for an extended period of time. Thus, as we anticipate a 
slowdown in the number of new entrants in the 1980s, the 
labour wmarpket. s ability. to. adapt to,.changes. in itypes/of demand 
may be weakened. 

The changes in occupational demand will reflect hs 
industrial structure of the economy. Those occupations asso- 
ciated with major investment projects (engineers, highly- 
skilledy:construction: dabour, <ete.) are: likely. to. face, éxpand-— 
ing demand, and those associated with one PLrOViiSicn, OffpublacG 
services (especially health and education) will face a slow- 
down in their rates of expansion. 

We have not, in this study, attempted to analyse 
occupational imbalances closely. We do, however, wish to note 
the gpotent jaleafor {such simbalances: an .this: Secion mn ian tor 
the implications of our macroeconomic outlook for the indus- 
trwalt structure ~f the \Canadian,-economy, in,the: 1980s. 

Of course, the three imbalances (sex, regional, 
occupational) may coincide, so that the potential for excess 
demand for more highly skilled occupations in a male- 
dominated industry in remote Saskatchewan in the 1980s appears 
high.) Similarly Bene -Wikelthood of an excess supply of Ttemale, 
secondary scnool steachers, in sbasternsor «Central Canada appears 


Squatly nage. “Whether or not thesevimbalances occur, and. ie 
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severity of the problem, will depend to a large extent on 
the Canadian economy's ability to anticipate shifts in demand 


and so re-orient labour supply. 
Adjustment to Imbalances 


The principal mechanism that our mixed economy has 
to adjust to surpluses or shortages of any resource is price. 
A shortage of any resource, other things being equal, will 
lead ‘to,.a rise in its price, ‘andvconversely, a surplus wale! 
lead to a price decline. This holds true in labour markets 
as it does in other markets. Thus the wage rate, the price 
of labour, is the vehicle which provides signals to suppliers 
of labour regarding both how much and what type of labour to 
supply, and to employers, how to structure the use of labour 
in their processes of production. 
The key aspect of wage rates as a signal is not 
their nominal level, but rather their relative level. From 
our ‘discussitom ‘above .on-potential ambelances anv the 3980s," then, 
we would expect higher wage rates for males, relative to females, 
higher wage rates in high growth regions relative to low 
growth regions, and higher wage rates in skills facing 
increasing demand relative to those facing less demand, as 
the market response (and correction mechanism) to those prob- 
lems. 


The wage rates in specific classes of labour, 
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regions, and skill sets, then, will send out signals to sup- 
pliers of labour to increase or decrease particilar types of 
labour supply. For labour demand, the wage rate relative to 
other factors of production such as machinery, energy, and 
purchased inputs as well as the cost of labour relative’ to 
the eutput price of ‘the production “process, willr determine 
how much labour, and what type of labour is required. And 
finally, wage rates in Canada, relative to wage rates in 
other countries, will be an important factor in where develop- 
ment and investment (and consequent labour demand) occur. 

In our theoretical world this price mechanism auto- 


matically adjusts for any over- or under-supply of Labour by 


shifting the demand and supply -- and it does it instanta= 
neously. Unfortunately, the world we live in does not always 
Gontorm to this theoretical model. And” in fact, - fee rsesnoc 


transparently clear that this mechanism of price necessarily 
produces the most desirable results from the viewpoint of 
overall social goals. What we can say, 1s that theoretically 
it produces the most efficient allocation of labour, para bees 
ang the availability of all Other resourncesmand (he wanted 
meeds of the society. This Is not a trivial accomplishment, 
and it should be remembered in the formulation of labour 
Market policy, what a vital role the wage rate,” and™partica- 
larly relative wage rates play. 


How does this system break down? There are five 
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fundamental ways in which the price system can be seen to 
break: down as a mechanism for allocating resources. First, 
the system does not operate instantaneously. There can be 
long. lags, between,.the time when a.certain class of labour is 
in short supply and the market system produces the desired 
response:.(that is, increased supply). Long training and/or 
apprenticeship programs can mean slow adjustment to new 
levels of demand. Thus although the system might balance 
eventually, there may be extended periods of imbalance. 

The second cause of the failure of the price mecha- 
nism is poor flows of information. That is, if wage rates 
are adjusted to reflect surpluses or shortages, but the 
information that higher wages exist in other areas or sectors 
is not available (or understood) by Suppliers Stu lapour, they 
will not make the appropriate adjustments, and the process of 
balancing the labour markets will be slowed down or not 
accomplished. 

The third cause of failure of the automatic proces- 
ses of adjustment is the implementation by governments of 
legislation or regulation which impedes the market signals. 
This typically reflects the political will to achieve other 
social goals; which, may. conflict with efficient allocation of 
labour resources. Minimum wage laws, certain forms of income 
redistribution, provincial employment preference regulations, 


equal opportunity laws, etc., are all aimed at achieving 
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Scher goals than erraciency, and allhave a cost) to tne 
economy in terms of efficiency. The aim of policy makers, 
once social goals have been identified, is to find the way to 
meet those goals with the least cost to labour market adjust- 
ment mechanisms. It must be recognized, however, that achiev- 
ing these other targets will virtually always impede the auto- 
matic adjustment processes which balance the labour markets. 
The fourth cause of market failure is the establish- 
ment by some group, employer or employee, of monopoly 
(monopsony) powers in the labour market. If such powers 
Pao, it is then in the interest»of these groups» tordelay’ or 
Pweevenm [ull adjustment of the Labour markets. Once labour 
supply side, certain unions and professional associations may 
have gained such power, and thus can maintain relatively high 
wage rates by controlling (and constraining) entry into their 
Particular sectors of labour supply. On the labour demand 


" 


Side, the clearest examples of such activity occurs in "one 
company" towns, where a Single major employer can keep labour 
Costs “artificially” low by being, observed 4s providing tne 
Orly Optadon. to. prospective: workers. 

The last cause of market breakdown arises from 
whatewe Might call cultural immobtlity. /the vast distances 
acrossucanada, and diversity Ofeneqional culecures, Can ead 


to the inability to. move Labour supply from oneypart of the 


Country to another. This) problem can be particularly acute 
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=A 
when there are also language differences, but is not confined 
to problems of labour flows in or out of predominantly French- 
speaking regions. 

In addition to these market failures, the costs 
of adjustment can prevent the balancing of labour markets. These 
might include the cost of acquiring knowledge, job search or 
hiring costs, the cost of movement from one place to another, or 
the scrappage of existing capital (either intellectual capital 
or physical capital). These costs impose a “wedge” between the 
employer's labour cost and the employee's net return. The 
reduction of such costs is one way to improve the market adjustment 
process. 

The degree to which the market cannot be effective 
in reallocating shortages or surpluses (of labour wii sar teccecic 
aggregate level of unemployment which represents the potential 
labour force utilization. The higher the unemployment rate, tne 
lower the long-term potential output for the economy as a whole. 
An underutilized labour force has the same implications for wealth 
as an underutilized capital stock. Effective policies to reduce 
the impact of the causes of breakdowns in the labour market 
adjustment mechanism can thus increase the potential wealth of 


tne Canadian society - 
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F. Descriptive Analyses of Impact Cases 
There is a wide variety of factors which could alter 
the economic outlook for the Canadian economy. We have selected 
a few such factors with which we can illustrate representative 
shocks which might affect our economic environment. The 
question we are addressing in this section is what would be 
the impact on the Canadian economy of a specific change in one 
Of “Our explicit Or fimplicite assumptions.gs Within he, neasonably 
narrow range of what we perceive to be likely paths for the 
Canadian economy, we expect that the impacts of such changes will 
Sbeatelatively insensitive to the economic environment mpeme wave 
the change is made. We have chosen the Fast Growth Reference 
Case as a Base Case and used ouromodel yco measure wwhat che 
impacts of the changes to the chosen assumptions would be. 
The four Impact Cases we have studied measure the 
eptects of: 
1) The Cancellation of Major investment rojects 

The equivalent investment flows of two tar sands 

plants sand two pipeline projects (Alaska and Polar) 

which were assumed to have taken place in the Base 

Case were eliminated 


Direct Decrease in Investment ($1971 millions) 
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2) Stronger Foreign Demand 


The U.S. and Rest-of-World economies were assumed 
to grow more rapidly than in the Base Case assumptions. 


Average Annual Rates of Growth 1981-90 
U.S. Real GNP US. Cea 


Impact Case 3 
Base Case vas 


3) Higher Foreign Inflation 


The U.S. and Rest-of-World economies were assumed to 
experience continuing high rates of inflation. 


Average Annual Rates of Growth 1981-90 
U.S. Real GNP U.S s.Cer 


Impact Case Piss 
Base Case If) 
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4) Tighter Monetary Policy 


Canadian interest rates were assumed to be higher 
over the 1980s than they were in the Base Case. 


3 Month Treasury Bill Rates 
LOB 2 1985 1988 E9190 

Impact Case gio 8 LOR Seen Sie 

Base Case 8.9 8.4 Sauk pd say cl 

A brief description of each of these Impact Cases 
completes=Section ©). and SeetionvFrs id usteatesq thesimpact) oF 
each of these shocks; that is the difference in the economy 
which is generated by these altered assumptions. It should be 
remembered that the macroeconomic framework produced in these 
impact studies depends upon the Base Case chosen, so that the 
appropriate way to view these cases is relative to the Base 


Case, in this instance: the Fast Growth Reference Case. 
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Low Investment Case 


The Base Case used in this study assumes the 
construction of various large energy related projects which 
are sensitive to government policy decisions and 
general market forces. In this regard, the Alaskan and Polar 
Gas, pipelines “and “the "Tar Sands =3". and Cold Gake™"orPvsands 
projects are typical of the typesvot arge discrete #proyects 
which could encounter difficulties in the coming 
years. Consequently, we have produced an impact study 
in which the aforementioned pipeline projects will be cancelled 
‘ana “the oil” sands~projects mentioned Nise delayed until 
sometime during the 1990s. Cumulatively, these projects 
PepLesent 56. 7 brilion (197 fo) “wortn or inves tmen > actrvircy. 

The growth path of this scenario follows the same 
general path, as in the base case; slow real growth in 1980 and 
136), and a strong rmecovery in.-l9s2 once renetU SS ssrecession 
hes ~run its course. Weccontinue to generate real ‘growth, but 
at a slower rate, so that the level of real economic activity 
Meeemecwiced by 1.54% by, 1990: 

The most significanttchanges from tthe basercase in 
this scenario is in the composition and level of employment 
and in the current account and Federal government balances. 

The services exports associated with the Alaskan gas 
pipeline, scheduled to come on stream in 1986, are 20st; and 


the potential oil production from the Cold Lake oil sands, also 
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scheduled to begin production in 1986, must be replaced by 

imported” oil. AS a résult, the current accoune Oalance 

averages .a, deficit.of «$2.4, bibhion( ine thesioso- 90S pesiod 

in contrast to an average surplus of $0.3 billion in the Base 

Case. Total employment in 1990 is reduced by 125 thousand 

relative to the Base Case. As expected construction workers 

and those from sectors of the economy that provide material 

and Jlabours2nputs*-to. the cons. auction indus tay itl We a, 

manufacturing, transportation and business services) are most 

adversely affected by the weaker levels of investment (see 

Appendix. 3 )..¥ The. post 1985: reduction in owl, production and 

services exports also impacts mining, transportation and business 

services employment. The unemployment rate averages about 6.2% in 

the second half of the decade, compared to 5.5% in the Base Case. 
AS, & cesudkt) of. jncreaseds Oss BmpOmts wand teiaLively 

high levels. of unemployment, a large Federal government deficit 


persists throughout the decade. 
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Energy Investment Base Case 


(MiTlions Current ™pottars) 


Industry Mining Pipelines Refining Utilities 
Years. 
OS t Oye eo 634.6 34d Tyiesee) 
a= Rs 4 6,200. 0 pee Dy ais aah 428.6 7,968.0 
1933 Tipe eOr.0 tL pie Die © 5 Sunt Soe + 0 
1984 Si, 0 ln ngs fae ek 569.40 TO RVCOs. 
135 £07 G9 6720 27oal. 3 55.607 eco ae) 
1986 Le SO OK0 Spee oie 5 O22 27 
1937 1S ease 0) 2 Oo SG Beas 131 6850 
1988 147, 54 7.0 PaPuleneho tiie: 629.0 1474020 
289 F674 9930 Boe ay 682.9 LS Oo Geo 
1990 we P67 0 6, 000.3 LSS RS L696 Js. G 

Energy Investment 
Low Investment Case 
(Mi Lvonse Gui ent Dor, aris) 

Industry Mining Pipelines Refining Ultvidaties 
Years 
1981 Ai] B On GSS sisal 17, Dae 
1982 DO DRO Gita oye & tp aay oe 
L382 ede eke ale; 3 540.8 Soe 7.0 
1984 7, 90g <0 8 Ste 584.3 LO ;-027-50 
1985 ores 2.0 994.1 55250 VR epee 
1986 LO jie. 0 1,148.6 55a. 6 25 OU 
1987 Wer oe ow bP be hi) Sone oO eas er) 
1988 1377 0d eG Le Se 6227.8 La oeeeU 
139 Neal a ONS ee 8: ee Srila MES or owe) 
1930 Tg 6 3rad Le es ea? Al 454 16, 2090 
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Energy Investment 


Base Case vs. Low Investment Case 


10. 
Dike 
30. 
te 
50. 
B08 
pe ae 
2:0) 
4l. 
(a6 


ORO, *©O: - Oy ©? ©] Cf. O77 > 


UCLITeles 


Di Oo 


ULL Leres 


Total 


47930 
LLU 
Leo Dos 
04355 
Veg ge HY bee 
Sip) 2 ai 
21 209s 
2,144. 
Sid Sie 
S501 


[yey et ie) te) ey (SoS) Ke) S 


Total 


238,424.0 


Total 


a 


(Millions Current Dol lars) 

“Industry Mining Pipelines Refining 

Years 

1981 468.0 5 Fe eo) 
1982 55020 S27 ae ce 
1983 629.0 894.2 gd 
1984 wooo. G 899.1 eT 
1985 19 5:20 156472 igs § 
1986 8 5 pnw 24099:.6 86 
1987 9200 403.9 9.8 
1988 986.0 lp algae .0 6.9 
1989 17.094 .0 2713253 Le 
1990 at DOO Ao 2O die Iai 

Energy Investment Cumulative 

Low Investment Case 

(MilTions Current Dollars) 

Industry Mining Pivelines Refining 
1981-1990 104,002 0F Li-da 220 5354140 

Base Case 

(Ma114%0ns Current Dollars) 

Industry Mining Pipelines Refining 
1981-19990 Li2, 308209 26, 76622 5, 64 De 0 
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Low Investment Case 
Macroeconomic Framework 


1980 LOS! I Oe OS figs od Nae 2 a 


Percentage Growth in: 


Real GNP OFZ less 4.2 S505 
Gar Detlator On. Or Sah, Be 9 
GNP*S(SC) LOL Oy an Ont Bde 2) 
Labour Force ae) On.:D nO oe 7, 
Employment 240 dined | Dee 
RDP/Employed Person =~ 26.3 0.8 Jal 38 
CPI o) ale epee, Gers ayes, 
Average Wage Rate S16 TOs0 Bick T36 


* Average annual rate of growth 


Levels: 
Unemployment Rate (%) ee) 8.4 Tse G2 
Careoant ACCOUNt. palance -4.2 -4.6 =o -2.4 


Ga 191 OTs? Of? SC) 


Government Balance -~3.6 -4.4 -8.0 -8.7 
(Baaieons  OLisC) 


Wages and Salaries as a 
Percentage of National 7 OR E363 OHO 38 OPO? BO 233 


Income 


Porporate Profits -asoa 
Percentage of National Lt 6554 Tiere 0G BHAT 8 Lhzee4 


income 


* Average levels over the period. 
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Faster World Growth Case 

The Canadian economy is highly dependent on 
international trade and as such it is very sensitive to 
changes in foreign economic activity. This impact study 
examines the effects on the Canadian economy of stronger 
WworlLc orowth. 

For this scenario we assume Javan, Eurooe and the 
Third World countries have real industrial production growth 
rates 0.5% higher than Gn thei(@ase Case.>.meal UlSA>GNe wird 
grow at an average annual rate of 3.5% from 1981 on; uo 076s 
from the Base ‘Case while the inflation Hate, Ppartieula 7 bevore 
1935, will be significantly lower. ~ The recuctieon 2n tie anita 
rate 1S attributable to Easter growth in troductivacy,, when 
slows the growth of unit labour costs. Consumer demand is 
strengthened by an increase in versonal tax crédits. 

Canadian exports receive the immediate benefits frou 
the stronger foreign economies. Tne value of exports is up 
1.88% in 1983and by L99OQ"this’ has risen to 4. 9>7apove ene 
Base Case level. Imports have also risen in response to the 
lower US. inflation rate and tuxough strongerm Canadaan-tinad 
demand. With lower relative prices of foreign produced goods, imports 
will rise displacing some domestic’ broduction..»' Thissis especially 
true in industries where Canadian producers compete directly with 
foreign firms. “THe impottation tof £inisheds goods). chemicads 


and fertilizers and raw materials are up in response tothe lower 
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relative prices. However, the improvement in exports exceeds 
the increase in imports with the result that the current 
account balance becomes a surplus in 1987, one year earlier 
than in the Base Case. 

The stronger international trade pushes real GNP up 
Meoe. Over the Base Case by 1990. Thie“correspondas to an 
additional 157 thousand jobs. Growth is first seen in the 
industries which have the largest international markets-fishing, 
pulp and paper and primary metals have large gains in real output 
as does the automotive sector. To support the increase in 
Psonomic activity. the production of lreawiroda, roulinogms.ock 
fonc, in general, all transportation equipment has expanded. As 
tie -etfects of the increase in production works 1tsS way cirougin 
the economy the demand for goods unrelated to exports begins 
ftOarases(i.e.;aconsumer and investment goods) . 

The areas of the economy supplying the bulk of the 
increase in employment are manufacturing, wholesale trade and 
Pertiary SecrOrs..+ lining. las the Largest’ percentage= ancreace 


in employment at 8% by 1990. 
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Faster, World:.Growth: _U.ao., Economic, [Indicators 
Reals GNP 3A 

(SUS. ri One) ea ore Productivity 
1980 1.43 eed 3 14.0 14.2 =UN3 =0.8 
Losi 1.47 NP Os: a PO. Tn OZ 
Poe2 ANS gS Ti eee 27.0 2o8 1.9 
1963 eee vaso Pave 8.270 Ee 1a: 
1984 L264 59 14 V3 Leg 6 
LSss 1.69 12-63 Brae 3.3 Los yee 
1986 eS ivO0 Be 2 3.3 220 ea) 
Mie eh Uxoe Lure BS Bi 2G 136 
Lo83 Lees Paar > tie Aa cae) 
LoS8o Nh ere 1.84 Tiere Wad 2,0 Lo 
Lod Uh oo Jee Te Zi 1.6 


Average Annual Rates of Growtn, 1981-1990 


es. Base Case Fast Growth 
Real GNP Zais Sper. 
CRT FR 1.63 
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Fasten-.Wwor kd Jandaules oxGrowth 
Macroeconomic Framework 


1980 LO Sds 1982-85 LIB6=9:0% 
Percentage Growth in: 
Read ‘GAP aR TES) 2.41 4.34 3.86 
GNP Deflator LOR 3 G2 h3 Bea a. Sees) 
GNP ($C) LOLS Lilie. 36 LO nae te) 2.03 
Labour Force 2.46 i. 8:8 PORE D Vers: 
Employment 2401 de asG/ Baie Tea) 
RDP/Employed Person = 2424 1109 209 1.32 
CRE 9.. 2 9.64 Gr. 02 Seen) 
Average Wage Rate S516 eeeht 720 Fie ee 
* Average annual rate of growth 
Levels: 
Unemployment Rate (%) 7.84 8.04 GIST 3 flan? ii 
CarrenceAccount Balarice -4) 14 =—3 204 = Oreo wal ag fos, 
Velelaons Of $C) 
Government Balance =i © ee ee =e) Le 00 
(Bil Bionse-of; SC) 
Wages and Salaries as a PO 2593.6 EO. OGS 69.68 0S ere 
Percentage of National Income 
Cemporate Profits as a 16.48 Pie 0 18.06 Der Pky, 


Percentage of National Income 


* Average levels over the period 
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Higher United States Inflation Case 


In contrast to the Base Case where the U.S. has 
fully recovered (from ‘the 1980-81 wecession byel983,;this 
study will look ‘at.-the impact voneCanadariot cComtimmuing.11gh 
levels of. inflation in tie Use The main difference lies 
in the productivity of U.S. workers which remains lower than 
in the Base“Case. “A“tfqnte monetary policy is introduced” rr the 
latter half of the decade in an attempt to Lower the inflation 
rate. The resulting U.S. average annual growth in real GNP 
is 2.5% Prom 198) to “1990 downmvrrom 2.94 1n tne tase case. 

The greatest decline occurs after 1983. We have also assumed 
all other countries which trade with Canada have slower economic 
growth. 

The higher U.S. inflation rate and slower growth 
affects the Canadian economy through its international trade 
links. Investment by foreign countries 1s less than in the 
Base Case and this shows up as a softening of the markets for 
Canada's raw resources. Most exporters manage to make minor 
gains from improved cost competitiveness in the beginning 
of the decade but only the forest products industry is not 
severly affected after 1983. It is bouyed by strong paper 
sales attributable to an improvement in the relative price 
of Canadian paper as the U.S. inflation rate remains high. 

The mining industry bears the brunt of the decline in raw 


materials exports. 
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High U.S. unemployment and the stunted growth of 
consumer Een ee their ..greatest effect on.Canada's 
exports of finished goods. This trade sector is off 5% by 
1990 when compared to the Base Case. 

The poor performance of the export sector has a 
dampening effect through out the Canadian economy. Investment 
in new plant and equipment is down in relation to the 
Base Case. The slower growth in the capital stock decreases 
the productivity of labour which is transformed into higher 
Peseunit labour costs. Combined@with the miigher prices fox 
empeonese (due to. the high U.S.~8inhlatiom) gene Canadian 
inflation rate exceeds that in the Base Case. Real GNP is 
down 1% compared to the Base Case by 1990 and this is matched 
by an equal decrease in employment. Of the 136 thousand 
Eewer jODsS in this. scenario ovér one quarter are Fost in manu— 
facturing. ~ This is the: result*of the pocr"tnternattenal mankow =o. 
finished goods and the domestic decline in demand for durable 


and semi-durable goods. 
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High United States Inflation: "Us. peonomie Indicators 


Real GNP 

(S Uso. Ihde Lone) $A CPI $4 Productivity 

Int lation Base Inf laeion pase = jinelaction Base 
IPS epe bea 3 1.43 14.0 La. 2 “643 70.8 
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Higher U<S.-inrtlation 


Macroeconomic Framework 


1980 LOG, 1982-85* ie 6-90* 

Percentage Growth in: 
Real GNP 0.14 1.74 4.2 S262 
GNP Deflator 10233 8.66 6.06 6h5 
GNPEMNSC) 10959 LOLISS L'OmeSL 10.02 
Labour Force 2.48 Le HS HAD eer iee 
Employment ee) s 1.14 2.44 Lye) 
RDP/Employed Person S20125 063 #08 1.84 
CPI 9.47 9.86 elise soe 
Average Wage Rate 8.45 9.82 8.33 7.98 

* Average annual rate of growth 
Levels: 

Unemployment Rate (3%) Toy 8.45 7.09 6.23 
SGurrent Account salance -4.53 -5.39 -10.05 -5.99 

(Srl sons- ol sc) 
Government Balance -3.923 -3.84 -7.84 -9.32 

Per Lions Of. SC) 
Wages and Salaries as a 1056 PROBS Ve Tas 0 (RORY 

Percentage cf National Income 
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Tight Monetary Policy Case 

The Bank of Canada has in recent years committed 
itself to a policy of controlling the, qrowthsim the supply so: 
money (Ml). The growth in nominal GNP implied in eligour 
scenarios suggests that the growth in the availability of all 
types of money must grow more rapidly than the Bank's target 
for Ml growth. If the money markets are not successful in 
changing the relationships between various other types of money 
and Ml under the interest rate regime implied in our Reference 
Scenarios, then the Bank of Canada will be forced to increase 
interest fates 1f 1t US,to meeffits stated targere weenie 
impact case examines the implications of such a situation. 

In general, we would expect a higher interest rate 
regime to have a number of specific effects. First, it would 
discourage borrowing and encourage lending in all sectors 
(including the foreign sector). Final demand which is dependent 
On borrowing would therefore be discouraged. This would principally 
affect investment demand (both residential and nonresidential) as 
it is heavily dependent on borrowed funds, but would also impact 
consumer demand, particularly on durable goods. The second effect 
is that higher interest rates would transfer wealth (income from 
interest and dividends) from sectors of the economy which are net 
borrowers to those which are net lenders. In the Canadian context 
in the 1980s this suggests an increase in income to the personal 
and foreign sectors, and increased payments from the government 
(especially Pne Federal Government) and corporate sectors. 
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In the Tight Monetary Policy Impact Case, the improved 
income to consumers outweighs the effects of discouraged 
consumer borrowing so that consumer expenditure is higher than 
in the Base Case. However, the reductions in investment demand, 
government demand (as budgetary positions are weakened) and 
exports (reflecting the reductions in Canada's capital stock), 
Jéad to an overall decline in economic activity relative to 
the Base Case peaking at S-1.9 billion (1971S) in 1985 anda 
Eomeinuing in the $-1.6 to $-1.9 billion range through 1990. 

Employment is reduced by over 100 thousand in the 
mid 1980s, and there is a permanent loss of 80-90 thousand jobs 
in the tong run. The manutactuning sector, (ag) Chemcure i erece 
investment and export demand, is hard hit with a loss of over 
BoOmenousand jobs in 2985, and 20 thousana any 990. GonelLucarum, 
services (both public and private), trade (particularly wholesale) 
and transportation also absorb substantial employment losses. 

The unemployment rate is raised by over .5% for most 
of the 1980s, and the government balance (Federal especially) 
deteriorates reflecting higher interest payments and a smaller 
revenue base, in spite of reduced expenditures On goods and Services, 
The trade balances improve in the short run as Canadian demand is 
lowered, buts begin to deéteriorate,an the longs nun mei the] nedameuion 


in Canada's capital stock, resulting from weaker investment, curtaiis 


export potential. 
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Forecast Highlights - Post Workshop I, 1980 


Percentage Growth In: 
Real GNP 
GNP Deflator 
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Labour Force 
Employment 
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een 


Average Wage Rate 


* Average annual rate of growth 


Levels: 
Unemployment Rate (%) 


Current Account Balance 
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Government Balance 
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Wages and Salaries as a 
Percentage of National Income 


Corporate Profits as a 
Percentage of National Income 


* Average levels over the period 
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G. Impact Studies Comparison 


By assessing the impacts on key economic variables 
of our various alternatives against the Base Case (that is, the 
High Growth Reference Case) we can get a measure of the sensitivity 
of the Canadian economy through the 1980s to the potential shocks 
we are examining. The sensitivity should be roughly symmetrical 
(that is, give similar results if the sign on the: impact itsmchanged) 
and relatively insensitive to the-stamgtingspoint, (that is, we would 
expect similar impact results if we were to use the Slow Growth 
Reference Case as a Base Case). 

In the Base Case, by 1990 we are indicating a level of 
$187.9 DILTON In 197 Se tor teal cross National Produce, (GNP), 
ap443 increase, from the 1980.level,. and $6.3 billion. (3.53) above 
our Slow Growth Reference Case. For the Investment Delay 
Gace, the effect of reducingsinvestment, byes). 3) bilig ons ( to7 te 
is to lower the flow of real GNP by $2.6 billion in 1990, when 
the second round effects on incomes and other sectors are 
taken into account. Stronger foreign’ demand induces second round 
efrects. through job creation, and bigher incomes so thalour. co. 
Foreign Demand Case has a level of real GNP $2, 5 7bil lion hegher 
than in the Base Case. Strength in the economies of Canada's 
wrancipal, trading partners can be expected oO lead tote perjancnue 
long run expansion.of the Canadian, economy However, agiwe ji1lus- 
trate in the High Foreign Inflation Case, the weaker performance 
whach might be caused by conftinugng high levels of Unteariongand 
resistance by monetary authorities of our trading partners would 


have a correspondingly negative effect. The improvement” in 
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comparative costs of production would partially offset the 
Geperioration. in net trade, particularly in the firstucouple 

of years of this scenario. Nonetheless. by 1990, he impact is 
eorressen real GNP by $1.9 billion (22) 4) Tnesimpactro: tices 
monetary policy in Canada is algo tomreduce economic a@ctivity in 
Canada, with the worst effect felt in the mid-1980s. Real GNP 
ingthis case igs more Severely affected than in either@tie Low 
fnvestment or High Foreign Inflation Cases im 1[905,) sum lessee 
Dy o1990-. 

Between our two Reference Cases, the key difference in 
Pitiatien results from the difference ingeneray prices ti .s 
energy prices impact. the CPI, wage rates adjust (partially) 
Heading to second round impacts On prices. In addition, ev con- 
sequent slowing in the growth of final demand reduces tne rate 
SeeocOwtn Of productivity so thatblunle lancum costs, aresceur.. 
impacted. The result is a CPI Vevel which is™s.5¢7lower im cue 
Fast Growth Reference Case by 1985, and 6.2% pelow the Slow 
Growth Reference Case by 1990. 

In the Reduced Investment Case, because the investment 
proyects which were “cancelled” were in the energy sector 8 ol oc- 
fines, tar sands plants) whére Prices are*reguiate@, fiiere was 
Mo jirect effect on price from the impact on investment.) )2larqi— 
ally higher prices in the Mong run mesult@ from the productiviry 
effects of lower demand in other sectors. In our two Impact 
Cases which examine changes in the economies of our trading part- 


ners, the effects of foreign inflation rates can be|Seen.* In 
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part, the results are based on no exchange rate effects, and a 
different assumption here might neutralize the price effects 

in Canada. In the cases as we have shown them, inflation per- 
formance abroad is transmitted into Canada via im>ort prices, 
with reaction by domestic wage rates enhancing the direct 
impacts In the-High*FPoreign @pf bation Case, Canada’s CPiyis 
0.6% above the Base Case level oy 1990, while in the High Foreign 
Demand Case, it is 0.4% lower. For the Tight Monetary Policy 
Case, we assumed that aggregate money suoply is passive (which 
seems to be borne out by recent statistics) so that even though 
growth of Mb 1s constrained through. higher integes. rates, Mortal 
money suoply remains adequate to produce the indicated level of 
actavitys, More SrieRly> BhereVismmo direct eft=ct) on apeiatson 
from reduced monetary growth. Higher interest rates reduce 
demand and raise capital costs,, and nis 2s “etlected an 
sligntly nigner prices througheut the impact. 

It should be noted that, unlike the difference between 
the two Reference Cases, the differences generated in our impact 
scenarios are principally impacts on final demand rather than 
On price, so that the price effects in all cases are relatively 
modest. 


Of our four Impact Cases, employment is most affected 


(positively and negatively) in the High Foreign Demand and High 
Foreign Int lation Cases in 1990, alghough Pnei9ss,. thet iahe 
Monetary Policy Case shows; thes dargest impace by far Miglin gene as 


employment effects reflect roughly the effects on real GNP. 


Informetriea e Ottawa, Canada e Effective Economic Research 


LIMITEO 


-9l1- 


Y Dtile 


O°LST 


Sais 


8Siel 


celel 


066T 


fae0 Ui 


G tcl 


8206- 


6Lbcl 


OVscl 


686T 


6e€ccl 


c8Scl 


BOG6T 


Md Shs 


0° c8- 


ttoct 


peecl 


LOG6T 


CONS 


OP CIE= 


wep eevee sd 


AWISAyp DPW] BApIapp Fe EPUULH "EMEYO © UEP DUE TOUTE 


Ue Gs el es oh 8 6 


G6t= 


LoSt 1 


BIBI 


G61 


Iai tT 


ViSTT 


VOGT 


9bcII 


9tELTI 


Cool 


(eTdoeg JO spuesnoyy) 


juaukoytdug Teqo,, 


Sie 


po6ol 


OvVOTI 


c8GoT 


Gs0 L= 


Lavc- 


B° Te 


BE 6A = 


SOLOT 


OcLOT 


TRGT 


Ao¥TOd 
Aaieqouow 4UuHTL 


uoTAeT JUL 
ubtero0q YPTH 


puewseq ubsar104 WybFil 


AejTeq yUsUASSsAUT 


(sooustojs STC) 
>SQSeoD qoeduy 


yYqmMolrag MOTS 


yqmoig Ase 


2:SQSePD BOUBTIIJOY 


-92- 


Employment Change (000's) per $1 Billion Change in Real GNP 


Case 1985 1990 
Investment Case 7 BG 47.4 
High Foreign Demand 10.8 63.6 
High Foreign Intlation 41.1 aA Pe, 
Tight Monetary Policy 93.7 | 89.7 


The differences between the employment loss (or gain) per real 

GNP. loss, (or gain).reflecE the industrial structure of. the, amoaces 
On output and employment. Those impacts which have major effects 

On primary and secondary sector industries (where productivity per 
worker is high and relatively sensitive to levels of output) tend 

to have a lower proportional impact on employment. 

The export markets provide a high proportion of the 
demand for Canadian. raw materials, so/it is not surorisingsethat 
the two Impact Cases which examine changes in the economies of 
our trading partners have relatively large proportions of the 
overall employment effects in the primary sector. The Tight 
Monetary Policy Case, where the effects are principally domestic, 
and spread more evenly amongst all sectors of domestic demand, 
has the lowest share of its employment impact on the primary 
sector,.. In all cases, reflecting the, basic struceuresof ‘empicy— 
ment, the share of the impact represented by primary sector 
employment is relatively small. 

The secondary sector effects in all cases are dominated 
by investment effects (construction, machinery and equipment 


purchases) and by export demand for manufactured goods. The 
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Investment Case has the strongest impact (proportionally) on the 
the secondary sector employment. The High Foreign Inflation 
Case has mixed effects as trade flows are subject to conflicting 
Signals of price and demand. 

The effects on the services (tertiary) sector tends to 
grow over time, as the effects of reduced (or increased) demands 
for goods eventually get passed on to demands for services. In 
the long run, the effects on government balances of reduced 
(or increased) economic activity will affect publicly-provided 
services as well. The tertiary sector employment, in most shocks 

_to the economy, will exhibit less sensitivity than the primary 
Or secondary sector level of employment in the short run, but in 
the long run, most impacts will tend to be spread more evenly 
across industries relative to their overall shares of emplovment. 


This is illustrated in our four impact cases in the table below. 


Shares of Employment Impact bye sector 


Level Impact Share of Impact 
Investment 
Case Primary secondary Tertiary 
1981 ly ag 9.5% 65455 2s 
1985 -53.0 6.0% 47.73% 46.23% 
1990 =) 2 oenk &.3% 36.0% 53.6% 
High Foreign 
Demand Case 
1981 +31.8 9.73% err Wee 32s 
1985 +59 .8 11.4% 36 .5% Sec0% 
1990 +157.0 10 2% 38.03% gl ee 
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Level Impact share of tmpact 
High FPoreacqn Primary Secondary tertiary 
Inflation Case 
oo -24.7 YO coe 17.4% 7 RS 
1985 59.5 eee 54.4% 35.4% 
1990 -136.4 See 3 pe 55.6% 
Tight Monetary 
Policy Case 
L981 =10 29 7.3% 5970 5 33.0% 
IS ose veel Wile Es 8 25 39 Died s 
1990 oO 1 3.2% 34.8% 62.0% 


The effects on tne unemployment rate are muted by 

responses from the labour supply side. More emoloyvment induces 
higher participattion=rates so* that as employment rises, the 
labour force also rises. Depending upon the influence of other 
factors (such as the real wage rate), the labour force changes 
in-our scenarios: by 12-18% of thescniange in, employment. The 
unemployment rate variation in the imoact cases is between -1% 
im the Hign Foréign Demand Case and +0.36% in the High Poreiag 
inflation Case. As noted above, thé impact an the Tigmt /fonetary 
Policy Case peaks in 1985. Under our assumptions, the unemploy- 
ment rate is raised by 0.8%... If the impactssofsethe Tieht 
Monetary Policy Case were to be applied to the Slow Growth Refer- 
ence Scenario, we would show an unemployment rate of well above 
82 through eig397 

The effect on the unemployment rate is reflected in 


the overall government balance as higher transfer payments and a 


smaller tax base result from lower levels of employment. 
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As shown in the accompanying tables, the government balance is 
relatively volatile with respect to changes in the economic 
environment. In the long run, improvements follow in all cases 
from a stronger overall economy, except in the case where the 
prame focus of policy is to aggressively move’ to balance the 
federal budget (the Slow Growth Reference Case). In this Case, 
even though the tax base is reduced by weaker income growth, 
the associated losses of tax revenue (and increases in transfer 
payments) are not as large as the direct revenue for governments 
associated with the higher oil prices. Because we have assumed 
ae recycling, the governments' budgetary positions are improved 


throughout the 1980s relative to the Fast Growth Reference Case. 
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H. Conclusions 
This study was not intended to be a detailed exami- 

nation of potential problems or imbalances of labour markets 
through the 1980s, but rather to develop a broad framework 
within which these issues can be analysed. Nonetheless, even 
at the relatively high level of aggregation at which we are 
dealing, certain characteristics of labour markets aregcvidenc. 
mh The growth rate of labour suppl yew liebe wless secrets 1e 

1980s than .it was in the 19006 Cr pne elo 0s aS (ele gow mien 

Civilian source population slows, the expansion of partici- 

pation rate is less rapid, and (we assume) the new immigra- 


tion policy keeps net immigration to @aleve mors, 00 User 


year. 
2. The demand for labour will be strongly aifected by vbroduc- 
tivity performance. The range of reasonable possibilities 


for productivity growth 1s wide, end not indenendem.a Gz 
overall economic conditions. We believe that productivity 
growth is likely to recover from its weak performance in the 
late 1970s, but not .to achieve the “ates of Growth meached 
tie tren) 950s andatll Ouse 

3. Economic growth, and hence expansion of labour demand, is 
likely to be more rapid 1m) resource-svasedvinoue 7, feo (e- 24 
Cially energy-related) in areas “remote from tne Current 
population and industrial centers of Canada. “Nonetheless, 
this will generate substantial growth across Canada in 


industries which are suppliers to resource development. 
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4. Even under relatively optimistic assumptions it appears 
highly unlikely that Canada will face aggregate excess 
demand for labour (i.e., an unsustainably low unemployment 
rate) over the next five years. 

5. If the Federal Government moves aggressively to balance its 
budget (through energy taxes and other vehicles), slack 
labour markets at the aggregate level could persist until 
199.0. 

6. While no excess aggregate demand problems are foreseen, the 
anticipated evolution of the sex structure of the labour 
force, and the regional and industrial patterns of growth 
will generate requirements for considerable adjustments 
witnin labour markets. Penetration into non-traditional 
roles by female workers, relocation of labour from east to 
west within, Canada, and occupational training for particular 
skill sets needed for high-growth industries will be major 
facets of labour market changes. 

7. The slowing of the number of new entrants into the labour 
force may reduce the adaptability of labour supply. 

8. The automatic adjustment processes within the labour market 
(in particular the wage rates) are subject to a number of 
limitations. . Policy formation should be conducted with 
the need for adjustment kept in mind, and the implications 
of policy upon the automatic forces of the market place 
duly considered. If the Canadian economy is not able, or 
Ls not allowed, to make the requisite adjustments, shortages 


of particular classes of labour supply in particudar 


Informetrica ® Ottawa, Canada e Effective Economic Research 


LImMIiTEO 


-l06- 


geographic regions may impede the realization of the aggre- 
gate economic growth potential. 

9. The analysis of various risks and opportunities suggest 
that changes in the behaviour of the economies of our 
trading partners can have a significant, cumulative impact 
upon Canadian labour markets. The goods-producing sectors 
are likely to be proportionately more affected in the 
Short run, with all sectors affected, im the tong wun 2e 
cancellation of major investment projects would have imme- 
diate impact on construction employment and employment in 
industries which supply goods or services to investment. 
Tight monetary policy was shown fs have widespread nega- 
tive effects on real outout, resulting inta “ong tun lower 
level of aggregate labour demand. 

HO. The decade of the 1980s should not’ be viewed with extreme 
pessimism. Real disposable income per capita will be 
20.7% to 26.5% higher in 1990 ‘compared to 1980. s2eis 
likely that between 2.2 and 2.6 million new jobs will be 
created. Canada will remain one of the fastest growing 


countries in the industrialized world. 
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